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EXPLANATORY NOTE 



The **campaign of education" that adherents of a central 
bank have inaugurated is already bearing fruit. To-day the pro- 
posal to establish in the United States a large central bank is 
being discussed pro and con with great enthusiasm, and it is 
not at all unlikely that within a comparatively short time the 
nation will be called upon to give its vote either for or against 
the advisability of such a proposal. 

It will be noticed that in the bibliography contained in this 
book numerous references have been made to magazines which 
are devoted almost exclusively to banking. If the student fails 
to secure such periodicals at the library, he is almost certain to 
find one or more of them at the local banks. In fact, the aid 
that a practical banker can give will be of genuine value to the 
student, and it is suggested that researchers will find it to their 
advantage to go to the local banks both for material and consul- 
tation. 
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BRIEF 

Resolved, That the federal government should establish a 
central bank of the United States. 

Introduction 

I. The banking system of the United States contains certain 

evils. 
II. That such evils exist is seen by the fact that repeated 
efforts to modify our present system have been made. 

A. Congress from time to time has appointed committees 

to consider the revisions of our banking system. 

B. Bankers* associations have suggested that changes be 

made. 

C. Many bills advocating the establishment of a central 

bank have been submitted to Congress. 
III. The evils found in our banking system include: 
A. Inelasticity. 

I. Illustrated by the situation during the regular 
crop-moving seasons, and in times of stringency. 
^. Lack of co-operation among bankers.. 

I. Illustrated by action of individual banks in times 
of approaching panic. 

C. Unsatisfactory system of handling bank reserves. 

I. Illustrated by the action of banks during the re- 
cent panic. 

D. Failure of independent treasury system to relieve ab- 

normal situations. 
I. Illustrated by action of secretary of treasury in 
in times of stringency. 
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Affirmative 

The affirmative believes that the federal government should 
establish a central bank, for, 
I. Such an institution vkould be a natural and logical addi- 
tion to our present banking sjrstem, for, 
A. It could be established upon the frame work of our 
independent banks. 
II. Such an institution would rennedy the defects of our 
banking system, for, 

A. It would secure the co-operation of all banks, for, 
I. Independent banks would be shareholders in the 

central bank. 

B. It would eliminate our present system of unsound 

banks reserves, for, 
I. Under the proposed plan all reserves would be de* 
posited in the central insititution. 

C. It would give elasticity to currency, for, 

I. The bank would automatically regulate the flow 
of bank notes. 

/D. It would do away with the independent treasury sys- 
tem, for, 
I. The central bank would handle all government 
funds. 
III. Such an institution would give additional benefits not ob- 
tainable under a system of independent banks. 

A. It would give increased confidence to the peeple, for, 

I. The central bank would have the combined bank- 
ing power of the country behind it. 

B. It would perform desirable service in times of war, for, 
I. The central bank could quickly and easily float 

all government loans. 

C. It would regulate the gold supply of the coimtry, for, 
I. The central bank would deal in foreign exchange. 
I. The central bank would benefit all classes of peo- 
ple. 

D. It would satisfy the various financial interests of the 

country for, 
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INTRODUCTION 



With the possible exception of the tariff, no one question 
has so repeatedly confronted the American people as has the 
problem of establishing a satisfactory system of currency and 
banking. It has seemed unusually difficult to devise a plan that 
contains the fimdamental requisites of safety, uniformity, and 
practicability. 

The proposal to regulate our finances through the agency of 
a central banking institution is not new. Alexander Hamilton, 
doubtless the best financier in American history, was a thorough 
believer in such a concentration of banking functions. One of his 
initial acts as the first secretary of the treasury was to recommend 
to Congress the establishment of what is now known as the First 
Bank of the United States. Again in 1816, in the midst of chaotic 
financial conditions following the War of 1812, Congress created 
a second United States bank, and ever since the charter of 
that corporation expired in 1836 there have been those who have 
insisted that our banking and currency will never be put on a 
satisfactory basis unless it be through the agency of a central 
institution. Especially during the past two years has the plan 
found favor in the eyes of many who are considered competent 
to speak upon financial questions. 

It should be constantly borne in mind that in the United 
States there are two distinct phases to the central bank prob- 
lem. There is the economic aspect; the bank must be adjusted 
to the stress and strain of our economic forces, in order that 
it may not be hopelessly cut of harmony with its surroundings. 
The other aspect, the political, is of equal importance. Is the 
form of our government weM adapted to the establishment of a 
central bank? Would such a bank be made a political football 
as was the Second United States bank in the days of Clay, 
Calhoun, and Jackson? Both the economic and political aspects 
deserve serious consideration. 
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First and Second United States Banks, 

Space does not permit even an adequate summary of the 
various financial systems that have been inaugurated in 
the United States. As already suggested one of the first acts 
of the federal government was the creation of a United States 
bank in 1791. This bank supplied the country with currency 
and acted as the fiscal agent for the federal government. His- 
torians practically unite in saying that the operations of the 
bank were sound, and that it performed valuable services at 
a particularly critical time, in the history of the nation. Its 
charter expired in 181 1. 

After five years of unsatisfactory operations of private and 
state corporations Congress created the Second United States 
bank. This bank, as had its predecessor, acted as the fiscal agent 
for the government and was the depository for federal funds. 
At the end of twenty years, however, it had encountered so 
much opposition, both from the private banks with which it com- 
peted, and at the hands of its political opponents, that a bill 
proposing its recharter was defeated by a decisive vote. His- 
torians are not agreed as to the results of the operations of 
the Second United States bank. 

It soon developed, however, that the private banks were not 
safe depositories for the moneys of the federal government 
After considerable discussion the Independent Treasury act was 
finally passed in 1846. By this act the government sought to 
evade the performance of all banking functions. Public funds 
were locked up in the treasury vaults at Washington. The sys- 
tem is still in force, although it has undergone a number of 
modifications. 

The National Banking Act. 

Thus financial affairs ran along in a more or less unsatis- 
factory manner until the outbreak of the Civil war. Some 
method of solidifying the banking credit of the country seemed 
imperative and in 1861 Secretary Chase recommended his Na- 
tional Banking act. This act, which was intended primarily as a 
war measure, was altered and amended until the final provisions 
that made the measure effective did not become operative until 
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in August, 1866. This act is of particular interest to the student 
of the central bank because it is the method by which much of 
our banking and practically all of our currency issues are now 

operated. 

Provisions of the Act, 

By the provisions of the act national banks are to. invest at 
least a minimum amoiuit of their capital in national bonds. The 
maximum which may be so invested is an amount equal to the 
entire capital stock of the banking association. The national 
bonds when purchased are deposited with the federal govern- 
ment which, in return, issues to the depositing bank circulating 
bank notes for which the government is sponser. 

This scheme was not original with Secretary Chase. New 
York as well as some of the western states had tried it, but 
as a state measure the plan had proved unsatisfactory. A tax 
of ten per cent, was put on all other currency issues made by 
state banks and this quickly drove such issues out of existence. 
The maximum circulation was fixed at $300,000,000. It took at 
least five persons to constitute a banking association. The cap- 
italization of each association was regulated according to the 
population of the city or town in which it was organized. Nu- 
merous other details were stipulated, but their importance is not 
such as to warrant their consideration in detail. 

A significant thing about this act is the fact that at last the 
federal government assumes definite and positive control over 
banks in so far as the issue of currency is concerned. Moreover, 
the central government has seen fit to make its own debt the 
basis of note issue. The power assumed in creating the First 
and Second United States banks falls into insignificance when 
compared with the authority which Congress exercises under 
the provision of the National Banking act. 

The defects of the national banking system need no ex- 
tended elaboration. Inelasticity has always played an important 
part. That is, the volume of bank notes issued does not expand 
and contract with the needs of the business community. 

Under normal conditions bank notes are a true barometer 
of the amount of business transacted. As business increases 
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banks expand their note issues, and whenever business contracts 
some of the notes in circulation are immediately withdrawn. 
This rise and fall in the number of bank notes in circulation is 
due to the fact that from the point of view of the banker there 
is practically no difference between his note issues and his reg- 
ular book accounts. Both are obligations on his part to pay 
stipulated sums of money upon demand. Hence, he issues bank 
notes whenever he can do so profitably. As a general rule, when 
business is flourishing the banker finds it advisable to increase 
the number of notes in circulation. When business is slack he 
withdraws his notes and seeks more profitable means of employ- 
ing his capital. 

But in the United States there is an interference with the 
expansion and contraction of bank notes just described. With 
federal bonds as the basis of bank note issue it is seen that the 
market price of the bonds is a factor that must be considered. 
For example, when government bonds are cheap it is profitable 
for the banker to buy bonds and issue notes, but when the 
market price of government bonds advances it may be to the 
interest of the banker to retire his notes and sell his bonds 
at a premium. Thus, fluctuation of the stock market and not 
the needs of the business community is allowed to determine the 
amoiuit of notes in circulation. For some time past, for instance, 
government bonds have been selling at a premium. It has been 
necessary for a bank to deposit from $iio to $130 in gold to 
secure $100 in bank notes. As a result, bank notes have some- 
times been issued at an actual loss to the banker, and scarcely 
ever is the profit equal to the book account deposits of the 
bank, while, as suggested above, in a well regulated system the 
amount of profit should vary but slightly, for there is virtually 
no difference between the bank's book accounts and the notes 
that it issues. Until the supply of bank notes in this country can 
be regulated according to the needs of the community without 
reference to the market price of government bonds it is doubt- 
ful if conditions will ever be satisfactory. 

The Issues Involved. 

The issues involved in the bank question are comparatively 
simple. To obtain more elasticity in our note issues, and to se- 
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cure a greater measure of protection against re-occurring panics, 
certain changes in our present bank system are necessary. Some 
adequate method of handling foreign exchange should also 
be devised. Our present reserve system needs alteration. Shall 
these changes come by simply modifying certain phases of our 
present system, or shall they be the result of introducing an 
entirely new feature into our financial plan, namely, a central 
bank of the United States? There are many financiers who be- 
lieve that our system should be so altered as to permit the is- 
suance of currency notes upon the assets of the bank. If such 
a course be adopted the question presented to the student is 
which is preferable, to issue the currency on the assets of the 
individual banks, or to issue it upon the combined assets of a 
great central bank? It is obviously far beyond the bounds 
of this brief explanation to set forth any of the proposed altera- 
tions of the existing system, or to give the various plans that 
are urged for a central bank of the United States, but in the 
pages that follow special effort has been made to present material 
that will illustrate the various methods of modifying our present 
system either with or without the establishment of a central bank. 




GENERAL DISCUSSION 

Forum. 29: 1-14. March, 1900. 
Government Deposits in Banks. George E. Roberts. 

The relations between the national treasury and the banks 
have been a constantly recurring subject of scrutiny, criticism, 
and discussion ever since there has been a treasury. They will 
doubtless continue to be, so long as the laws remain as they 
are; and there seems to be little likelihood of any change that 
will take the subject out of politics — for the outbreaks of crit- 
icism have been almost wholly due to partisan politics. The 
temptation to exploit for partisan ends any act which may benefit 
a bank, even though the act be required for the public wel- 
fare, is irresistible to many people. All parties have done it 
whenever they have had a chance. 

It sounds well to say, that the government should keep out 
of the money market, that it should not interfere with the nat- 
ural movement of prices or intervene to rescue defeated specu- 
lators. But the government, with its existing independent treas- 
ury, is necessarily a factor in the money market. Its ordinary 
revenues are now nearly $50,000,000 per month; and the opera- 
tions of any institution that may draw on the circulating medium 
of the country at that rate must be of great importance in the 
money market. The treasury operations are so intimately and 
inevitably connected with the money market that a do-nothing, 
or "go-it-blind," management would sometimes involve the 
country in disaster. The most intelligent ajid skillful direction 
is required to keep them from disturbing the natural course of 
the market. 

It matters not how people may disagree over other features 
of the money question, there is one point upon which they are 
of one mind, viz., that, given a certain volume of money, with 
business undertakings and calculations adjusted to that supply, 
a rapid and arbitrary contraction of the currency is to be 
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avoided. Money is an instrument of commerce. Its office is to 
circulate through a community as a medium by which people 
may trade with each other. Modern industry is accustomed to 
its use; and producers expect to make their exchanges through 
its agency, instead of by barter. They make their engagements 
in terms of money; relying, as a matter of course, upon the 
usual supply being available. The actual volume of the cur- 
rency is not primarily important, for if it bears the same rela- 
tion to all products and services these will have correct rela- 
tions to each other. But changes in the volume are very import- 
ant. 

There are only two movements by which the available stock 
in this country is liable to be reduced: (i) the export of gold; 
and (2) its flow into the government vaults. 

Everybody understands that gold exports reduce the supply 
of money in the country, and that a continued movement neces- 
sitates a reduction of loans, a general curtailment of credits, 
and a check to business expansion. The outflow of gold, how- 
ever, can usually be approximately estimated in advance; and, 
furthermore, it can be checked, if it has serious results; for, if 
money becomes tight, inducements may be offered that will stop 
the shipments. The flow of money into the government vaults 
takes it out of use even more completely than its removal from 
the country; for in the latter case its influence abroad will have 
a reflex effect here, while if locked up in the treasury vaults it 
becomes dead and useless capital. The movement into the treas- 
ury is more threatening for another reason, namely, that no one 
can tell how long it may continue. When the pressure of hard 
times becomes sufficiently wide-spread over the country to com- 
pel general retrenchment in living expenses, the revenues will, 
of course, decline, and treasury absorption cease; but that is af- 
ter the mischief has been done. If, therefore, it is to the 
disadvantage of the country to have its money stock depleted 
by export, it is yet more to its disadvantage to have useless 
hoards accumulate in the treasury. 

The government's receipts in January of this year exceeded 
its disbursements by the great sum of $8,823,068. If this sur- 
plus were not diverted back into the channels of commerce, by 
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the discretion of the secretary of the treasury, it would be locked 
up in the vaults of the treasury. This would mean a contrac- 
tion of the currency at the rate of $100,000,000 per annum. Sup- 
posing a secretary of the treasury had it in his power to cause 
such contraction, by other means, what would be said of him if he 
did it? How the critics of the present secretary wotdd assail 
him if he were causing such contraction instead of prevensting 
it? The contraction of the greenback currency inaugurated by 
Secretary McCulloch at the close of the war was at the rate 
of only $4,000,000 per month; but a cry of protest was raised 
against it which Congress made effective by legislation. The 
very people who are most ready to find fault with the efforts 
of a secretary to avoid an automatic contraction of the circulate 
ing medium through surplus revenues are at all other times most 
alert and vigorous in demanding an "adequate volume of mon- 
ey." 

There are but two remedies against the movement of the cur- 
rency into the treasury: (i) To take up government indebted- 
ness; and (2) to keep the surplus in banks authorized to be 
made depositories. If the government has indebtedness payable 
at will, the first course is always followed. If it has no indebt- 
edness payable by its terms and its efforts to buy bonds in the 
market are defeated by advancing prices, there is no alternative 
but to divert its receipts into the depositories. And whether 
the secretary of the treasury at such a time happens to be a 
Republican, a Democrat, or a Populist, he will certainly take 
that action. 

The practice is represented as advantageous only to bankers, 
and as adopted soJely to give them the use of public money. In- 
deed, to hear some of the comments made upon the policy of 
depositing government funds in banks, one would suppose that 
it was an unusual and extraordinary act, and presumably an in- 
defensible one. On the contrary, the practice of keeping money 
in idle hoards is, in these modern times, the unusual one. In- 
dividuals, corporations, school districts, municipalities, coun- 
ties, states, and all associations of men, public and private, or- 
dinarily, and almost universally, keep their moneys in banks. If 
all the states of the Union and all mtmicipalities and local gov- 
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emtnents were to adopt the plan of keeping their receipts locked 
up in their own vaults until disbursed in the regular order of 
expenditures, not only would the loss to the country, by reason 
of idle capital, be enormous, but the interference with business 
cailculations and operations, by reason of the uneven supply of 
money in the market, would be most serious. 

The independent treasury, with its own vaults, was the out- 
come of Andrew Jackson's successful war on the Bank of the 
United States, and the subsequent collapse, in the crash of 
1837, of the state banks, to which the deposits had been removed. 
When Jackson was inaugurated as president the government 
funds were kept in the Bank of the United States, as the mon- 
eys of all European governments are now kept in semi-official 
banks. Under such a system the government receipts are at no 
time withdrawn from the channels of circulation. Its receipts 
and disbursements meet and offset each other in the bank; and 
whatever surplus there' may be remains there, available for 
business use. 

Jackson asserted that the bank was using its power in pol- 
itics, that its management was unsafe; and he determined to re- 
move the public moneys. The forced contraction of loans 
which followed illustrates the evil inseparable from any sudden 
withdrawal or displacement of an accustomed supply of money; 
and the popular denunciation of Jackson's "pet banks" shows 
that he had to take his full share of the kind of criticism since 
familiar. 

The accounts we have of those exciting times are interesting 
reading. Carl Schurz, in his "Life of Henry Clay," says : 

"Taney forthwith ordered the removal of the deposits from 
the Bank of the United States; that is to say, the public funds 
then in the bank were to be drawn out as the government re- 
<iuired them, and no new deposits to be made in that institu- 
tion. The new deposits were to be distributed among a certain 
number of selected state banks, which became known as the 
*'pet banks." The account of government money at that time 
in the United States bank, which was to be graduaJly drawn out 
and not to be replaced by new government deposits, was $9,891,- 
000. The bank resolved to curtail its loans to the extent of 
nearly $7,000,000, which sum had been the average of government 
deposits for several y«ars. The money market became stringent. 
Many failures occurred. The general feeling in business circles 
approached a panic. The whole country was in a state of ex- 
citement." 
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Bolles' "Financial Histonr" says: 

*'The sensation psoduced by this extraordinary act in com- 
mercial, financial, and business circles in every part of the 
United States was unprecedented. The banks everywhere, but 
especially in commercial cities, were compelled to call in their 
loans, and curtail their circulation; trade and commerce became 
ombarrassed; distrust and uncertainty prevailed, putting a stop 
to enterprise; almost every product was reduced in value and 
was unsalable; manufacturers were checked, laborers thrown out 
of employment, failures and bankruptcies were of daily occur- 
once, and general financial distress pervaded the country." 

Again : 

"When the deposits were removed from the United States 
bank the secretary of the trecusiury placed them in state banks, 
which were called 'pet banks.' These institutions were directed 
by the secretary of the treasury to make liberal discounts in 
order to relieve the stringency caused by the new policy of 
curtailing discounts, which the Bank of the United States was 
obliged to adopt.'* 

The following paragraphs from the "National Intelligencer" 
illustrate the kind of criticism that Jackson was subjected to at 
this time: 

"It is known (for it has been boasted of) that the Treasury 
Department has lent the public money by $500,000 at a time, 
in addition to the public deposits, to some of these pet hanks. 
It is not known, generally, but it is a fact, that the government, 
through the agency of one branch of it, Yislb been borrowing 
its own money from the pet banks, and paying interest for it 
out of the public chest without authority to either in law or 
gospel. All this is well known to the Kitchen Cabinet, and 
they dare not deny it." (December 2, 1833.) 

"What we have said and what Mr. Kendall dare not deny 
is that the Executive through one of its departments is borrowing 
the public money at interest, from banks in which Mr. Kendall 
caused it to be deposited, and to which with his privity if not 
his advice (besides the deposits) the public money has been 
wiUwwfully lent, by $500,000 at a time; that both the borrowing 
and the paying interest are without any authority in law." 
(December 4, 1833.) 

And the following extracts from speeches by Mr. Chilton, of 
Kentucky, and Mr. Gordon, of Virginia, in the House of Repre- 
sentatives, are samples of the assaults made upon the President 
in Congress. Mr. Gordon's flamboyant appeal for a larger "divy" 
on the strength of Virginia's deserts is quite familiar in style. 

"Mr. Chilton: It is vain, it is preposterous, for gentlemen 
to tell me that either the throne, or the power behind the 
throne, is at all concerned for the existence of bank influence; 
they are concerned for the direction which is to be given to 
that influence. They had sooner see the country beset by 500 
'pet banks' and have them continually worshipping before the 
throne and shouting, 'hosannas' to him that sits therein and to 
the 'heir apparent' than to tolerate the existence of one bank." 

"Mr. (3ordon: Sir, while the great state of New York, so 
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justly styled the Empire State, in addition to all her other ad- 
van taces natural and political, has her banlting capitar in- 
creased by the accession of more than $18;000,000, by a single 
move of .the executive arm, Virginia, the Old Dominion, receives 
from the same arrangement a little more than $200,000 in gross 
revenue. Ay, sir, that ancient commonwealth, that has borne 
the battle and the breeze, which in all emergencies of this 
republic, if not foremost, has ever been found in the front 
rank of its defence, in ^his distribution of the loaves and fishes 
puts into her coffers -$26^000, while the great state of New 
York, with her army of representatives on this floor and all 
her preponderating weiglit in the councils of the nation, receives 
the modest and inconsequential sum kA $13,000,000." 

Schurz, in his account of the great contest, says: 

*'The very business distress, which at one time seemed to 
become so dangerous to Jackson, was at last made to tell 
against the bank. The great mass of mankind can easily be 
induced to believe evil of a powerful moneyed institution. It 
was not difficult, therefore, to spread the impression that the 
whole calamity had really been inflicted upon the country by 
the bank, the heartless monopoly, which without necessity cur- 
tailed its loans, pinched all business interests, and ruined mer- 
chants, manufacturers, and laborers, in order to bring an enor- 
mous pressure upon the President and Congress for the pur- 
pose of extorting from th^n the restotation of the deposits and 
the grant of a new charter. A monopoly so malicious and ty- 
rannical must, of course, be in the highest degree dangerous 
to the public welfare and to popular liberty; it had to be put 
down, and there was nobody to put it down save the old hero; 
he wcusi willing, and it was for this that the 'minions of the 
money power,* the 'slaves of the monster monopoly,* the 'sub- 
jects of the bank' in the Senate, were prosecuting him.** 

The panic of 1837 found the funds of the government scat- 
tered in state banks, without security, or with inadequate secur- 
ity; and it suffered considerable loss. President Van Buren rec- 
ommended that the government cut loose from banks entirely, 
receive nothing but coin in payment of its dues, and keep that 
coin in vaults of its own- until ready to disburse it. The fol- 
lowers of Jackson admitted that the use of state banks had 
been unsatisfactory, but they were unwilling to go back to a 
national bank. Security was the principal consideration urged 
for making another change. Daniel Webster, opposing it in the 
Senate, said: 

. "The very first provision of the bill is in keeping with its 
genera] objects and general character. It abandons all the 
sentiments of civilized mankind on the subject of credit and 
confidence, and carries us back to the dark ages. The first 
that we hear is of safes and vaults and cells and cloisters. 
Prom an intellectual it goes back to a physical age. From 
commerce and credit it returns to hoarding and hiding; from 
confidence and trust it retreats to bolts and bars, to locks with 
double keys, and to pains and penalties for touching hidden 
trefwure. It is a law for the times of the feudal system; or a 
law for the heads and governors of the piratical states of 



THE UNITED STATES 27 

Sarbary. It is a measure fit for the times when there Is no 
security in law, no value In commerce, no active Industry among 
xuankind. Here It is altogether out of time and out of place." 

The proposition carried in 1840 was repealed a year later 
-when the Whigs came into power, and again became a law un- 
der the administration of James K. Polk, in 1846. The act 
provided for the keeping of all public moneys in the treasury, 
sub-treasuries, and mints. All collectors of revenue, postmas- 
ters, and public officers of whatsoever character were required 
to "keep safely, without loaning, using, depositing in banks, or 
exchanging for other funds than as allowed by this act, all the 
public money collected by them till the same is ordered by the 
proper department or officer to be transferred or paid out." With 
some modifications, the most important of which is the one 
authorizing all national banks to be made depositories and fi- 
nancial agents of the government, the act of 1846 still stands. 

In the early years of the independent treasury the govern- 
ment balances were small ; but the opponents of the system were 
soon able to point to its disturbing influence. On October 24, 
1848, Webster discussed it at length in a speech delivered in 
Faneuil Hall. He said in part: 

"In the first place, gentlemen,' as to this constitutional sub- 
treasury, I look upon it slb one of the strangest fantasies, as one 
of the greatest deceptions, and as one of the least plausible 
political delusions ever produced by party power and party 
management. Is there a civilized and commercial country in 
the world that knows any such thing as locking up in chests 
and boxes, under bolts and bars, the public treasury? 

"I have been at some pains to investigate the matter, and 
I will state the results as I have learned them. The truth is 
this: when money is plenty, the sub-treasury is only a ludicrous, 
bungling, and annoying thing, forcing men of business to move 
about bags and kegs of specie, when the business would be just 
as well done by the pcusising of bank notes. When money is 
plenty, it is only expensive, bungling, useless, annoying, and 
ridiculous, but the moment that by the exportation of specie, 
or whatever other cause, money becomes scarce, and the ex- 
igencies of the business community begin to press, then it is not 
merely a harmless and ludicrous engine; it then becomes a 
means of torture and distress, because its inevitable effect, when 
money is scarce, is to make it scarcer, and when it is difficult 
to be had, to increase that difficulty. 

"I find that on the 25th of August last, the commercial banks 
in the City of New York had in their vaults $5,800,000 in coin. 
That was the basis upon which they made their issues for the 
accommodation of the mercantile world. The sub-treasury had 
at that time in its vaults, in the same city, $1,400,000. In the 
course of events, within one month, that relation was greatly 
changed; for on the 29th of September, the banks had but $4,- 
600.000. while the sub-treasury had increased its amount to 
$2,400,000. Thus, in a few days more than a month, the banks 
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parted with $1,200,000 of specie, and the sub-treasury obtained 
the additional sum of 11,000,000. This change In the relation 
between the amounts of monev in these respective depositories 
at once created a great scarcity of money. All practical men 
understand this. If a bank loses a certain quantity of specie, 
it must curtail its discounts, not to the same extent, but to 
three or four times that extent. This very operation, then, 
led to the necessary contraction of $3,500,000 or $4,000,000 in the 
commercial business of the city of New York. Now this de- 
mand of the sub-treasury could be made in one day, and when 
made in one day or in one week. It must be answered In one day 
or in one week. But then no banks could make the curtailment in 
one day or in one week or one month, to such an extent, with- 
out greatly distressing the community." 

The prosperous years of the early fifties gave increased rev- 
enues to the treasury; but the surplus was used in paying off a 
debt. The Secretary of the treasury at that time, the Hcmi. 
James Guthrie, belonged to the party which had established the 
independent treasury, and he was himself an advocate of it. In 
his report for the fiscal year ended June 30, 1856, however, he 
called attention to the harm that results from a continued drain 
of money into the treasury. He said: 

"The independent treasury, however, may exercise a fatal 
control over the currency, the banks, and the trade of the 
country, and will do so whenever the revenue shall greatly ex- 
ceed the expenditures. There has been expended since the 4th 
of March, 1853, more than $45,525,000 In the redemption of the 
public debt. This debt has been presented, from time to time, 
as the money ax:cumulated In the national treasury, and caused 
stringency In the money market. If there had been no public 
debt, and no means of disbursing this large sum,, and again giv- 
ing it to the channels of commerce, the accumulated sum would 
have acted fatally on the banks and on trade. The only reme- 
dy would have been a reduction of the revenue, there being 
no demand and no reason for increased expenditure." 

From 1856 to the breaking out of the war the treasury was 
not troubled by surplus revenues. But when, in 1861, the gov- 
ernment faced the problem of raising large sums by loans, the 
necessity of some modification of the Treasury act was recog- 
nized; and the statute of August 5, 1861, contains the following 
provision : 

"Sec. 6. AND BE IT FURTHER ENACTED, That the pro- 
visions of the act entitled, 'An act to provide for the better or- 
ganization of the treasury, and for the collection, safekeeping, 
transfer, and disbursements of the public revenue,* passed Au- 
gust six, eighteen hundred and forty-six, be and the same are 
hereby suspended, so far as to allow the secretary of the treas- 
ury to deposit any of the moneys obtained on any of the loans 
now authorized by law, to the credit of the treasurer of the 
United States, in such solvent specie-paying banks as he may- 
select; and the said moneys, so deposited, may be withdrawn 
from such deposit for deposit with the regular authorized de- 
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positories, or for the payment of public dues, or paid In re- 
demption of the notes authorized to be issued under this act 
or the act to which this is supplementary, payable on demand 
as may seem expedient to, or be directed by, the secretary of 
the treasury." 

The New York banks, which made three loans of $50,000,000 
each to Secretary Chase, in 1861, urged him not to remove 
any part of the proceeds to the treasury vaults, but to make his 
current disbursements after the manner of their private custom- 
ers, by checks on them, permitting them to pay the checks in 
whatever manner the holders might designate. They were con- 
fident that if the disbursements were made in this manner, the 
checks being deposited as usual with banks in different parts of 
the country, and passed through the clearing houses by the or- 
dinary course, there would be only a light drain on their coin 
resources; and by selling the bonds they acquired and turning 
over their capital rapidly they could continue to make loans for 
an indefinite period on a coin basis. Secretary Chase was not 
willing to adopt the plan proposed by the banks ; and the amounts 
subscribed by them were paid into the treasury in installments, 
and disbursed by it. Mr. George S. Coe, who, at that time, was 
president of the American Exchange bank, and prominent in 
the negotiations between the banks and Secretary Chase, says, in 
his "Financial History of the War:" 

"To draw from the banks in coin the large sums in these 
loans, and to transfer them to the treasury, thence to be widely 
scattered over the country at a moment when war had ex- 
cited fear and distrust, was to be pulling out continually the 
foundations upon which the whole structure rested. And insis- 
much as this money was loaned to the government, and was in 
no sense a trust reposed in the banks, there appeared to them 
no reason why it should not be drawn by checks in favor of 
government contractors and creditors who would require to 
exchange them for other values in commerce and trade through 
the process of the clearing house. 

"The banks began their work, paying into the treasury in 
coin one hundred and fifty millions in sums at the rate of about 
five millions, at intervals of six days. Even with all these un- 
favorable circumstances surrounding them, it was an encourag- 
ing fact, observed by those who were anxiously watching the 
practical operations of the great and novel experiment, that, 
w^hile the circulating notes in the country were restricted, the dis- 
bursements of the government for the war were so rapid, and the 
consequent internal trade movement was so intense, that the 
coin paid out upon each instalment of the loan came back to 
the banks, through the community, in about one week; the na- 
tural effect of this general activity upon the circulating medium 
being simply to quicken its flow." 
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The associated banks of Philadelphia and Boston were co- 
operating with the banks of New York. The latter supplied 
over $80,000,000 of the $150,000,000 in coin turned into the 
treasury; and yet, after completing the third loan, they found 
that they had lost only $7400,000 of their coin reserves. 

Soon, however, the paper currency issued by the treasury 
began to crowd on the banks and to interfere with their receipts 
ot coin. The banks could not continue to lend coin to the gov- 
ernment unless they received coin from the public. Mr. Coe 
says: 

"But at this time the demand notes were paid freely by the 
treasury, and began to appear as a cause of embarrassment among 
the banks which were pressed to receive them on deposit; and 
while they could not decline them without dimimshing public 
confidence in the government credit, they could not give them 
currency without impairing their own specie strength. In fact, 
the notes became at once a substitute for coin withdrawn from 
circulation, and their emission expressed a purpose of resorting 
to government paper issues to carry on the war. So soon as 
these notes thus appeared, the reflux of coin to the banks at 
once sensibly diminished. During three weeks from the 7 th of 
December, the reserves of the banks in New York feil to ♦iil*,- 
357,712 a loss of thirteen millions within that short period; and 
on the 28th of December, after conference with the secretary, in 
which he still adhered to the views before expressed, it was de- 
cided as expedient for the banks to suspend specie payments." 

It has been believed by many able financiers that if the sec- 
retary of the treasury had followed the advice of these practical 
bankers — who were familiar with the economy afforded by the 
use of drafts, and with the facilities of clearing houses — instead 
of attempting to collect the proceeds of his loans in coin, trans- 
fer it to the treasury, and thence bodily over the country, to 
make his disbursements, creating an extraordinary demand for 
actual cash, the suspension of specie payments might have been 
avoided, the cost of the war greatly curtailed, and the bonded 
debt, held at much lower figures. 

The National Bank act passed in 1864 provided for the use 
of any bank in the system as a depository or financial agent of 
the treasury; and thus a means has ever since been available by 
which the secretary of the treasury has been enabled to so dis- 
pose of the receipts as to avoid unfavorable, disquieting effects 
upon commercial interests. 

The provision is as follows: 

"All national banking associations, designated for that pur> 
pose by the secretary of the treasury, shall be depositories of 
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public money, except receipts from customs, under such regu- 
lations as may be prescribed by the secretary; and they may 
also be employed as nnanciai agents of ihe government; and tney 
shall perform all such recusonabie duties, as depositories of public 
moneys and financial agents of the government, as may be re- 
4iuired of them. The secretary of the treasury shall require the 
associations thus designated to give satisfactory security, by the 
deposit of United States bonds and otherwise, for the safe- 
keeping and prompt payment of the public money aeposited with 
them, and for the faithful performance of their duties as financial 
agents of the government. And every association so designated 
as receive: or depository of the public money shall take and re- 
ceive at par all of the national currency bills, by whatever as- 
sociation issued, which have been paid into the government for 
internal revenue, or for loans or stocks." 

Customs receipts were expected because they were collected 
in gold, which at that time was at a premium, and which the 
treasury desired to hold to meet the interest on the public debt. 

In his "Recollections" the Hon. John Sherman, reviewing the 
steps to the resumption of specie payments, says: 

"A question arose whether the secretary of the treasury had 
the power to designate national banks as public depositories of 
the proceeds of bonds sold under the resumption and refunding 
a.cts. The object to be gained by this designation was to pre- 
vent the withdrawal of coin from circulation, and the undue 
Accumulation of coin in the Treasury of the United States. If 
the exchange of one bond by another could be directly effected 
through the banks without the payment of coin, it would facili- 
tate the process of refunding. 

"I submitted this inquiry to Attorney- General Devens, and 
on the 30th of August, 1877, he stated his opinion and closed as 
follows: 

" 'In answer to your Inquiry, I have, therefore, the honor to 
say that the secretary of the treasury, if he deems it expedient 
Bs a matter of administrative policy, may sell bonds under the 
a.ct known as the "refunding" and "resumption" acts, depositing 
the amounts received therefrom with such public depositories as 
he may select under the National Bank act, taking such security 
AS is required by the statutes.' " 

Secretary Sherman also used the banks freely throughout his 
refunding operations in 1879; his deposits at the end of May of 
that year reaching $279,544,645. To have drawn such an amount 
from the channels of trade and locked it up idle in the govern- 
ment's vaults would have been wholly impracticable. To have 
attempted it would have defeated his refunding operations. But 
he was accused by ignorant and partisan critics of pursuing 
this policy for the sole purpose of giving profits to the banks. 

In 1882, Secretary Folger found himself confronted with a 
surplus, and discussed it at length in his report for that year, 
Among other things, he said : 
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"What now perplexes the secretary is not wherefrom he may 

get revenue and enough for the pressing needs of the govemment, 
ut whereby he shall turn back into the flow of business, the 
more than enough for those needs that has been drawn from the 
people. 

"There are now in the treasury unused assets to a large 
amount, and the daily receipts into the treasury from customs 
and internal revenue taxation are about a million and a quarter. 
"From the inequality between daily large receipts and com- 
paratively small daily disbursements, there comes an evil ef- 
fect upon the business of the country. The collections by gov- 
ernment are taken out of the money market in sums and at 
dates which have little or no agreement with the natural move- 
ment of money, and are returned to it with the same inadapta- 
tion to commercial and financial requirements. Occasionally the 
large disbursements of the govemment have created a plethora 
of money; more frequently its large and continued withdrawals 
of money have caused such a scarcity of floating capital as to 
check the proper movement of legitimate business. It is not 
only that the amount in the treasury is so much kept from the 
use of the community; the fact becomes an incentive and an 
aid to men who for their own ends conspire to keep from that 
use other large sums. We have believed that the laws of the 
state against primogeniture, the entail of estates and the ac- 
cumulation of personal property, stood in the way of heaping 
up wealth in single hands, and gathering in single hands the 
power over others that great wealth gives. But so it is, that 
to-day there are men so rich that by conspiring together they 
can at will put and hold hand on near as much money as gov- 
ernment can lay hand to, save by the use of its credit. The Dower 
thus had is used from time to time. It results that violent and 
sudden contractions and expansions afllict the business com- 
munity, and the government is an unwilling aider and abettor 
therein. It has come about that the treasury department is 
looked to as great, if not chief, cause of recurring stringencies, 
and the treasury is called to for relief. Every secretary of the 
treasury for years past has had it brought clearly to his mind, 
and ofilcial expedients have been used to remedy the evil." 

He discussed the remedies within the power of a secretary 
of the treasury; pointing out that bond purchases would only 
temporarily avail, because the price would be so enhanced as to 
render further purchases "impracticable within reasonable 
bounds." He suggested a larger use of depository banks, but 
urged as the permanent remedy a reduction of taxation. 

Secretary Fairchild in his report for 1887 discussed the sur- 
plus revenues which then confronted the treasury. He stated: 

"If we take into the treasury large amounts of these cir- 
culating media in excess of what we pay out, there will soon 
not be enough in the hands of the people for the purposes of busi- 
ness; serious derangement and disaster must follow, and a 
portion of labor must cease until the very evils which this wrong 
condition creates shall have worked a temporary cure by so 
diminishing the consumption of food, clothing, fuel, and luxuries, 
by the taxation of which the revenues of the government are 
raised, that taxes do not exceed the expenditures of government." 
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He largely increased the deposits in banks; and the adminis- 
tration was sharply criticised by the Republican opposition for 
"favors" to the banks. 

Following Fairchild, and aware of the attacks by his own 
party upon the previous administration. Secretary Windom adopt- 
ed the policy of buying bonds more freely, while Congress pro- 
ceeded by liberal appropriations and tariff revision to relieve 
the treasury from the embarrassment of a surplus. The troubles 
«of the last administration were of another kind. A surplus in 
the ordinary treasury operations did not appear again until 
.within the present fiscal year. 

Under this administration many things have occurred, which, 
under unskillful management, might have caused the treasury 
to become a disturbing factor in business circles. Among 
these may be mentioned, first, the settlement of the Pacific 
Railroad indebtedness, amounting to $58,448,223.75 — all received 
between November 26, 1897, and January 6, 1898; next, the 
Spanish War loan of $200,000,000; and finally, under the stim- 
ulus of good times, the ordinary revenues began largely to ex* 
ceed the current disbursements. 

Secretary Gage is fully justified in commenting upon the 

financing of the war loan, in his recent letter to Congress, as 

follows : 

"It will be readily recognized by every one that the ab- 
sorption by the government of a sum so large as $200,000,000 
within the space of a few weeks could not fail to disturb most 
seriously the general business of the country. In fact, it is not 
saying too much to allege, that were the government to draw 
into the treasury $200,000,000 within a brief period of time, the 
financial disaster and ruin which would ensue would be appalling. 
The obligation to avoid such unhappy conditions is one of which 
the secretary of the treasury is deeply sensible, and he feels 
with some measure of just pride that the financing of the war 
loan of 1898 was accomplished without the slightest interruption 
to that revival of commerce and the industries of the country 
which has made the present a period of unexampled prosperity." 

Since June i, 1898, the receipts of the treasury, including 
proceeds of bonds, have amounted to about $1,100,000,000. By 
the use of the depositories the secretary has so disposed of 
this enormous sum as to receive and disburse it with very slight 
variations in the anuount actually in the treasury vaults, and 
with imperceptible effect upon the money markets of the coun- 
try. The actual cash in the treasury vaults has been as follows: 
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1898. 

July $232,601,739-13 

October 304»550,685.89 

1899. 

January 282,086,98443 

April 275,986434.22 

July 273359,780.70 

October 283497,897-49 

1900. 

January 273,159422.86 

Beginning with the month of August last the ordinary rev- 
enues have constantly exceeded the disbursements; the surplus 
for the month of December, 1899, being $7»6o3,544.9i, and on Jan- 
uary, 1900, nearly $9,000,000. As there is every probability of a 
continued surplus for an indefinite period, it is apparent that the 
condition would threaten serious derangement in financial cir- 
cles, if no method of diverting this surplus from the treasury 
vaults existed. Particularly h?is this been true of recent months, 
when the war in South Africa — ^by cutting off a supply of gold 
which the business world had adjusted itself to receive, at the 
same time causing heavy expenditures by the British government 
in Africa, all occurring when business undertakings throughout 
the world have been much extended — ^has led to a situation of 
unusual stringency in all money centers of Europe, and forced a 
gold movement from New York. 

Secretary Gage first treated the situation with offers to 
prepay interest, next with offers to buy bonds, and then by 
diverting the internal revenue receipts into new despositories. 
Formal announcement was made of his purpose to take the 
latter step, and all national banks were invited to participate 
by giving the required security. The responding banks were 
supplied in the order of applications, and the applicants for 
smaller amounts first. 

The length of this review forbids the use of space to dis- 
cuss a revision of the laws governing the treasury. Obviously, 
it would be desirable to secure shch change of methods as would 
certainly prevent the treasury from being, as Webster called 
it, a "bungling, annoying" factor in the business community, 
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or "an instrument of torture and distress," and at the same time 
provide such definite rules for its management as would re- 
lieve the secretary of the treasury from the necessity of doing 
something that experience has shown cannot be done without 
subjecting him to unmerited criticism. 

North American Review. 174: 329-37. March, 1902. 

- Banking and Treasury System of the United States. 

J. H. Walker. 

In every department of public and private enterprise ex- 
cept banking, the ways and means of accomplishing beneficent 
results, simply, speedily, and economically, have been enormously 
developed and improved to their very highest known efficiency. 
This country has taken the lead in all such things, but it is 
a singular fact, and one exceedingly mortifying to our pride, 
that its treasury and banking system still remains in the crude,, 
unscientific, and wasteful condition into which it fell forty 
years ago, saving only that our money has been restored to the 
world's standard of value. 

That we maintain this unique and most wasteful system is 
not because its deficiencies and empirical methods are not known> 
but because of an inertia that no patriotic and intelligent ef- 
fort has been able thus far to overcome. The men in this 
country whose opinion on financial questions is known to be 
of value, are practically unanimous in condemning the system. 
The highest authorities in Europe are amazed that the ac- 
knowledged primacy of our people in the genius of improv- 
ing and develc^ing to its highest efficiency every appliance for 
advancing educational; commercial, industrial, social, and moral 
conditions, has not been attained in banking, that we should 
tolerate for a day a financial system so wasteful of resources 
and so threatening to stable economic conditions. 

It has been declared in reports from the Committee on 
Banking and Currency of the House, and in public addresses 
by economists, that the waste to the people — without one cent's 
advantage to the United States treasury, to the banks, or to any 
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individual — in interest on the enormous sums in the treasury, 
in administering our clumsy Treasury Department, and in higher 
rates of discount than would prevail under proper conditions, 
is approximately seventy-five million dollars annually. Secre* 
tary Gage in addresses has challenged anyone to controvert this 
statement successfully, and it has not even been questioned. 

The wonderful progress of this country is in spite of, and 
has been in no way promoted by, our financial systenn. It is 
believed that our system intensifies, if it does not breed, mone- 
tary panics and industrial depressions. Doubt, fear, and un-^ 
encessary panic are a part of it; they inhere in it. The kinds of 
monetary depressions that are constantly occurring here arc 
unknown in Europe. Panics and industrial depressions arising 
from natural financial causes will continue, as will blizzards and 
earthquakes. But nine in ten of our financial disturbances 
arise from a condition created by the national banking and 
treasury laws. It is a strange thing in finance that our banks 
are now under no legal obligation to maintain at a parity with 
gold one dollar of the paper money they issue. 

Again, neither the United States treasury nor the banks have 
any means of protecting a dollar of the gold they hold. The 
banks in England, Germany, France, and every other civilized 
country but ours, have a well-regulated banking system, and in 
it an absolutely sure means of protecting their gold. 

Pierre Des Essars, Chief of the Bureau of Economics and 
Statistics of the Bank of France, and author of the historical 
survey of banking, "The History of Banking in all the Lead- 
ing Nations," whose opinion is shared by every authority on 
banking in Europe, says in an article on American banking: 

"The discount rate has a very direct effect upon the rate 
of exchange. By increasing it sufficiently, the bank raises the 
value of gold, of which it is the chief reservoir, and so decreases 
the demand for it; at the same time, it attracts foreign gold by 
affording it an opportunity for advantageous investment in com- 
mercial paper paying a high rate of interest. These effects al- 
ways follow as here indicated, but only on condition that the 
banlcs of issue are sufficiently powerful (in the head institution) 
to be able to fix the discount rate. The Banic of England, the 
Banic of France, and the Reichsbank are in this category; their 
action shows the condition of the general money market, and 
the other banks are obliged to follow. But a very different con- 
dition of affairs arises wherever there are several banks of 
about equal importance acting at cross purposes. There is then 
no official discount rate, no means of preventing the outflow 
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of gold or keeping down the rate of exchange; and such is 
precisely the situation of the national banks of the United States." 

The law of March 14th, 1900, was the final step in the 
process of completing the existing system of our national bank* 
ing and coinage laws. There is not further relief possible, 
through legislation, to the national banking and treasury system, 
except by bringing it into harmony with natural financial law: 
First, by relieving the United States treasury from the current 
redemption of any form of paper money — a function which 
is assumed by no other public treasury; 

Second, by devolving upon the banks the obligation of main- 
taining parity between all kinds of money — a function which 
is normal to banks, and is required of them by law in every 
other country; 

Third, by allowing banks to issue true bank currency, that 
is, currency against their general assets — which is one of the 
chief functions of banks of deposit, loan, and discount, and is 
performed by banks in every other country; 

Fourth, by securely uniting all the commercial banks in the 
country, through the existing clearing houses, into a solid union 
to maintain parity, by crowning them with a national clear- 
ing house, but leaving them in as independent a position as 
now for every other purpose. 

Nearly every person urging the reform of our treasury and 
banking system, who has submitted a bill having to do with the 
whole subject of financial and banking reform, has left un* 
touched the vital errors in it. In fact, the bills which have 
been submitted would have injured the good in the system and 
made the bad worse. 

The functions of a bank are: 

First, to keep safely for its customers, until it is needed, 
the capital they do not need to-day; 

Second, to make safe loans of its own capital and that of 
its depositors on short-time notes ; 

Third, to furnisih to the people at all times a safe and suf- 
ficient amount of circulating notes, varying in volume, from 
time to time, according to the demands of trade. The doing 
of this has been proven to be impossible where banks are re- 
quired to buy United States bonds equal in amount to the cur- 
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rency issued. To require this buying of bonds is tantamount to 
forbidding banks to issue currency, and thus restricts the right 
to use banks to those persons whose operations are large enough 
to warrant their keeping deposits in banks and issuing checks 
in their business. Deposits in banks and circulating notes is- 
sued by banks against their assets, are identical in substance. 
Every man who has the note of a bank in his pocket has in 
it a deposit certificate of the bank to the amount of the note. 
He can go to the bank and get the amount of his deposit in 
legal tender money, or pass his deposit certificate (circulating 
note) along to the next man. In passing . the bank notes 
along, he passes along his deposit as really as the man with a 
technical deposit in that bank passes his deposit along by mak- 
ing a check, and going to the bank and getting legal tender 
money for it, or by passing the check along to the next man. 
The truth of what has been said as to banks being forbidden 
to issue currency, is made apparent by the fact that the currency 
notes of all the national banks in the country are only 28 cents 
to each dollar of capital, while the currency notes of the Bank 
of Germany are $8.96 to each dollar of capital, and the Bank 
of France currency in circulation is $17.84 to each dollar of 
capital. 

The time has now come when something must be done to 
correct the errors in our system, and the only course that will 
command the confidence of the people is to do the right thing 
bravely and complete the business. It is far easier to explain 
and justify to the people our action in a completed work, than 
it is to secure their approval of a half measure. 

The Act of March 14th, 1900, cleared the way for bring- 
ing our treasury and banking system into obedience to the 
natural laws of finance, as is the system of every other country. 
I am sure I am not stating the defects of the present system 
too strongly. On the foundation afforded by the many excel- 
lent features of fhe present national law, and by the banks and 
clearing houses, our system may be made the best in the 
world, instead of the worst, as it is now declared to be by the 
Hon. James H. Eccles, the Hon. Lyman J. Gage, the Hon. 
Charles S. Fairchild, and the other ex comptrollers and sec- 
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retaries of the treasury, as well as by every acknowledged 
financial authority. 

Again, it is a sound principle in legislation to legislate along 
the lines of least resistance, to make as few changes as pos- 
sible in anything with the use of which the people are familiar, 
to offend the prejudices of no class of persons if the end sought 
can be accomplished by any other means. Every practice and 
the substance of every existing thing that the people are ac- 
customed to, should be retained. But the financial institutions 
of the country should be unified and brought under an im- 
proved national law, and the whole made to conform to normal 
financial and banking principles and practice. 

All responsibility for maintaining parity should be trans- 
ferred from the United States treasury to what should be the 
head of our financial and banking system, viz. a national clear- 
ing house, which would, in our system, be equivalent to the 
official head of the banking and financial systems of France, 
Germany, and Ejigland, and every other first-class country. 
Every country in the world finds it absolutely necessary to make 
a head institution an integral part of its banking system, as 
the national clearing house should be made, — ^not "a head cut- 
side of the system," as we have attempted to make the United 
States treasury. 

The things proposed to be done in amendment of the Na- 
tional Banking law are of vital importance to the country. 
This question is liable to assume potential importance any day. 
It will surely become prominent when least expected, like every 
great crisis. It is our duty to settle this question wisely, while 
we may deal with it free from the passion and excitement of a 
great war; otherwise we shall have to deal with it in the midst 
of the disturbance of a serious crisis, and then it will probably 
be settled unwisely. 

Under existing, empirical national law, a normal "country 
bank" cannot exist. The national banking act is as fatal to 
the existence of strictly country, banks as would be a positive 
prohibition of them in the body of the law. There are banks 
in the country, but they are obliged to use city methods, and 
to do their business as if under city conditions. That a "country 
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bank" does not and cannot exist is certain. Country banks such 
as existed in i860 would furnish now circulating notes to one- 
quarter of our people, who occupy one-half of the territory of 
the country. These banks were as sound in their methods, ex- 
cept in not currently redeeming their currency in large com- 
mercial centres, and as safe, in most of the states, as national 
banks are to-day. For a quarter of a century previous to 1862, 
all banks in the New England states issued circulating notes 
against their general assets, to the amount of their capital. 
They currently redeemed these notes in Boston, as well as over 
their own counters. No banks ever existed that served them 
more safely and efficiently than they, or that gave proportion- 
ately lower rates of discount. Our national banks should be al- 
lowed the same right of issuing true bank currency that the 
New England banks then enjoyed. It is passing strange that 
the government should insist upon forbidding to banks the ex- 
ercise of this natural function, in view of its being so success- 
fully used by banks in every other country — and in this country, 
as has been said, in the New England states and most of the 
others, for a quarter of a century. Is there one man who will 
venture to assert that the Bank of Germany is not in as safe a 
position, in case of a monetary panic, with nine dollars of 
currency and three dollars of deposits to each dollar of capital, 
as it would be with three dollars of currency and nine dollars 
of deposits to each dollar of capital? Can any one successfully 
maintain the proposition that the Bank of France, in case of a 
monetary panic, with eighteen dollars of currency issued against 
its assets and four dollars of deposits, is not in a far safer 
position than it would be had it only four dollars of- currency 
in circulation and eighteen dollars in deposits to each dollar of 
capital? Will any one dispute the general proposition that banks, 
in case of a panic, are far safer with any amount of circulat- 
ing notes outstanding issued against their assets, however large, 
than with the same amount of deposits, in view of the fact 
that, in every country, depositors clamor for their money in case 
of a panic, while holders of the currency hoard it and clamor for 
more of the currency obligations of the banks? It is the experi- 
ence of every country that, instead of the solvency of the banks 
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being threatened by holders of currency, it is the depositors who 
4^mbarrass it in case of a panic. A bank is strengthened by an 
increased demand for its circulating notes. 
Again I quote Pierre Des Essars, who says: 

"After a thorough study of this question; I have arrived 
at the conclusion that the true bank note is unknown in the 
United States. Side by side with the treasury, which has 
transformed itself into a bank of issue, to the serious detriment 
of the whole system of circulation, are the national banks. 
Their right of issue is wholly illusory, because their notes repre- 
sent United States ^bonds, that is, a debt of the state; and be^ 
cause the yolume of their circulation is reerulated by a fixed 
limitation, without regard to the needs of commerce or the 
wants of the money market. Such a combination is entirely 
lacking in elasticity; besides, the restrictions are so severe that 
the issue of notes is really a burden to the banks." 

To realize what great injustice is being done to at least 
one-quarter of the people of the country, who inhabit more than 
one-half the area of the United States, we must compare the 
accommodations that were furnished the people by state banks 
in i860, poor as they were, with those furnished by the national 
banks of 1900. There is not the slightest difficulty in granting 
these people, under our national law, every facility of banking 
that they enjoyed from 1840 to i860 under state law. It is 
susceptible of absolute proof that the people in rural districts 
are either absolutely deprived of all banking privileges, or are 
made to pay fifty to one hundred per cent, more than normal 
fates, because of abnormal conditions which are wholly caused 
by the unnecessary restrictions of the national law upon the 
issuing of currency. If the law is amended, it should be so 
done that each bank will be as independent as it is now, except 
that it shall be united with all others for doing the one thing 
necessary, ■ viz., maintaining the parity of all kinds of money. 

Financial panics should be made impossible, excepting from 
industrial depressions, as they are impossible today in France or 
Germany. The normal workings of the banking systems in those 
countries check and alleviate a panic immediately upon its in- 
ception. They do not have a panic unless it be initiated by 
an aggravated industrial situation, arising from very great over- 
production op under-consumption, as you may choose to ex- 
press it, and such panics are minimized. 

Again, the amendments to the present law should be so 
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written as to balance equally, as far as it is possible to do so, 
the powers of the people over the banks — represented in the 
president, the secretary of the treasury, and the comptroller of 
the currency — and the powers of the banks themselves in com- 
bination, in managing the national clearing house. It has been 
proven that a certain degree of unity of all banks in a country 
is absolutely necessary to sound banking, in the present state 
of civilization. The law. should be amended as to put the United 
States government practically into the same' necessary relations 
with the banks in the United States as the government of Eng- 
land maintains with the Bank of Germany, the government of 
France with the Bank of France, only substituting a national 
clearing house for the United States treasury. The security of 
the people (that is, of the United States treasury), in dealing 
with the national clearing house, would be the total banking 
capital of the whole country. The failure of the national clear- 
ing house would be as impossible as the destruction of the whole 
body of the American people. 

All of the northern states are now so thoroughly filled with 
manufacturing and mining, that a comparison of those states 
with the agricultural portions of the country, now and in i860, 
cannot be fairly made. The southern states are practically in 
the same condition, as to the occupations of their people— or 
they were when the census of 1890 was taken — ^as in i860. The 
figures are given on pages 234 and 235 of the "Hearings before 
the Banking and currency committee of 1898-99." It is just as 
certain as anjrthing can be that cannot be absolutely proven, 
that the states of Alabama, Georgia, Kentucky, Louisiana, Mis- 
souri, North Carolina, South Carolina, Tennessee, and Virginia, 
are about $300,000,000 short of the banking funds they would 
be using today, if proper legislation had been passed by Con- 
gress allowing the issue of asset currency under national law, 
under proper restrictions, any time between the close of the 
War and 1870. Their personal property, per capita, is larger 
today than it was then. What is true of them is true of all the 
agricultural sections of the country. 

Nine loans in ten made by all bankers are what are known as 
"character loans"— that is, loans that are made because the char- 
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acter of the man borrowing is thoroughly known to the lender. 
Npt one in a thousand of the men financially responsible, living 
in the country districts, is personally known to capitalists or 
bankers in the cities. 

The grievous oppression inflicted by the National Bank act 
upon a very large portion of the eighty million people in this 
country cannot be realized, except by g^iving longer time and more 
patience to comparing it with the systems of France, Germany, 
England, etc., and with the Suffolk banking system of the New 
Elngland states from 1840 to 1862, than most people can be 
induced to give. It is more influential in depopulating country 
districts, by sending people into cities, than any other single 
law ever enacted by Congress. Not a business enterprise can 
live that does not have the friendship and confidence of the 
managers of some bank. Some bank is potentially a "special 
partner" in every business undertaking, furnishing a very large 
share of the capital in it, in discounting commercial notes. A 
man can borrow only of persons to whom he is personally 
known. As normal banks cannot exist in the country, every 
man who wishes to enter into the business of manufacturing, 
in large . or small degree, and to employ his neighbors, must 
move into some city and take his neighbors with him, that he 
may thus secure the special partner absolutely necessary to him, 
Viz., a bank; and a bank, as I have said, cannot exist in the 
country unless it may issue currency against its assets. In no 
other cities in the world have the citizens such an unfair and 
oppressive advantage over their fellows in the country districts 
in securing bank discounts, as in this country. This practical 
inhibition of country banks is of no advantage to the cities. 
Doubling the rate of discoimt in country districts does not 
lower the rate in cities by the smallest fraction, but it gives the 
citizens of cities a monopoly of opportunity to do business. 
Make all the changes suggested in the banking law, and the 
rates of interest or discount will be surely reduced in the 
country districts from one-third to one-half, and the rates in 
the cities will not be increased by a farthing. The law, as it 
now works, is one of oppression to, the country districts pure 
and simple, with no advantage to the titles. 
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i have carefully examined the official figures to verify the 
statements made in this article; and I have the authority of the 
most thoughtful and patriotic mtn in the whole body of finan- 
ciers to justify such of my statements as are not furnished by the 
Treasury Department, or are not matters of calculation. 



Nation. 82: 52. January 18, 1906. 

Our Faulty Monetary System. F. W. Gookin. 

The editorial in the current issue of the Nation (No. 21 15) 
upon Mr. Schiff's warning is eminently sound and pertinent. 
Nevertheless, neither it nor Mr. Schiff's remarks, as it seems 
to me, quite touch the root of the evil, so far as our banking 
and monetary system is concerned. That evil is inherent in the 
system as at present constituted. It is imdoubtedly true, as you 
have pointed out, that the recent stringency in the money 
market is attributable, not to the working of our sub-treasury 
system, bad though that may be, but to the locking up in 
stock exchange speculations of the free loanable capital upon 
which the commerce of the country is dependent. It is also 
true that "this autumn's episode" is "a disgrace to a civilized 
community," and to the banking fraternity in particular. 

But what are the bank managers to do? As certainly as 
the summers come around, does this loanable capital, tempor- 
arily freed from use, accumulate upon their hands. They pay 
interest upon it — with rare exceptions ; unwillingly, it may be, 
but of necessity because their competitors do so. The country 
bankers, having no use at home for their accumulations, send 
them to the cities, where they get interest upon their balances 
at a rate not governed by market conditions as in other coun- 
tries, but fixed for the entire year. The banks in the smaller 
cities, being similarly situated as regards the plethora of loan- 
able funds, pass their surplus along to the larger cities; and 
they in turn deposit theirs with the banks in New York. What, 
then should the New York bankers do under these circum- 
stances? Refuse to take the capital on deposit and pay interest 
upon it? That would be the wise and prudent course, but it is 
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a course they dare not take. Self-interest interposes. The few 
who perceive the danger are helpless; should they turn away 
deposits for which their rivals are clamoring, they would injure 
their own business without relieving the general situation. 

This capital — deposits or credit balances, as they call it, or 
"money," in the parlance of the street — ^must be forced into 
use regardless of the difficulty, if not the impossibility, of 
withdrawing it when needed for the active commerce of the 
autumn and winter. If, in their effort to find employment for 
the "funds" thus committed to their charge, the bankers play 
into the hands of the millionaire speculators, they are not so 
blamieworthy as it may seem when viewed from without. These 
speculators are among the very best customers of the banks; 
they carry the largest balances without interest; they offer the 
most readily marketable security; they control, directly or in- 
directly, many sources from which the banks derive profitable 
business. Moreover, the purpose for which loans upon collateral 
are negotiated, is not, as a rule, known to the lenders. Even 
the personality of the borrowers is commonly hidden when 
brokers are employed. Nor is this all. Much of the borrowing 
is from individuals, trust companies, insurance companies, and 
also from banks in other cities. But, whoever the lenders, the 
pressure comes upon the New York banks, where the credit bal- 
ances are carried. 

From their intimate relation to the financial transactions that 
pass through their hands, the bankers cannot plead ignorance 
of what is going on in the field either of legitimate business or 
of speculation. But individually they are not free agents; the 
working of the system is more powerful than they are. Col- 
lectively, they do not act; the number of independent rival 
institutions precludes concerted action even for the protection 
of themselves and the general public. What is needed is radical 
reform in both our banking and currency systems. As now con- 
stituted, our banking system may aptly be compared to a high- 
pressure boiler under full and steadily increasing duty, but with- 
out a safety-valve. Such a safety-valve would be afforded by a 
bank currency like that of the Canadian banks. By contracting 
automatically when commerce slackens, it would put pressure 



48 CENTRAL BANK OF 

place except when gold is wanted for export. In such cases, if 
the drain becomes heavy, the bank raises the rate of discount 
till it ceases. 

Drains on the bank reserves in the United States usually run 
in the contrary direction. They are internal, not external. In 
the recent panic the depletion of bank reserves was most violent 
while we were importing gold from abroad. The country banks 
were draining the city banks. Mr. J. B. Forgan said that during 
the week before the 28th of October the First National Bank oi 
Chicago alone shipped $7,000,000 out of a legal reserve fund of 
$15,000,000 "for the purpose of taking care of country banks 
who feared that there was going to be a panic and made a 
drive at the nearest reserve city they had." This was before 
private depositors had made any run on the banks at all. Twelve 
thousand small banks were drawing simultaneously from the 
large banks of the reserve cities, reducing the big piles of cash 
that the public were accustomed to see reported in the news- 
papers, and accumulating twelve thousand small piles that the 
public never saw or heard of. No wonder if the private de- 
positors took the alarm also. 

Chamber of Commerce of the State of New York, April, 1908. 

Currency Legislation Pending in Congress. 

Aldrich Bill. (Senate No. 3023.) Provides that in case 

of emergency need, the existence of which is to be 
determined by the secretary of the treasury, national 
banks, having at least 20 per cent, surplus and 50 per 
cent, of their capital in bond-secured notes, be per- 
mitted to receive and issue additional notes, the aggre- 
gate in each case not to exceed the amount of unim- ; 
pared capital and surplus of the bank, upon deposit | 
in a sub-treasury of approved state, county or munici- 
pal bonds, to the extent of 90 per cent, of their market 
value, but not to exceed the par; the additional notes 
to be subject to a fixed tax of one-half per cent, per 
month, (6 per cent, per annum,) but to be retirablc 
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without limit, by the deposit in the treasury of any 
form of coin or currency, whereupon the bonds are 
returnable; and out of the fund so created the notes 
are to be redeemed. The limit of issue is fixed at 
$500,000,000, and the notes for each bank are to be 
prepared and kept in readiness for use at the nearest 
sub-treasury. All national bank-notes to contain there- 
after the pledge of the United States to redeem them 
in lawful money. 
The scope of this proposed legislation is confined, there- 
fore, to the provision of a highly taxed emergency currency, 
secured by bonds other than government issues. 

The House Measure, 

Fowler Bill (House No. 12677.) This directs the divi- 

of 1908. sion of the country into twenty bank-note re- 

demption districts, each with a redemption centre; the 
national banks of each district to associate themselves 
for the purposes in view, choose a board of eight mana- 
gers who shall direct the issue and retirement of notes, 
etc. ; electing for the execution of the purposes a ninth 
member as chairman, to whom are to be given the pow- 
ers of a deputy comptroller of the currency. The asso- 
ciated banks to be permitted to retire their bond-se- 
cured notes by depositing them or other money in the 
treasury, releasing their bonds; and to issue credit- 
notes, primarily to the amount of their capital, but to 
an additional equal sum upon approval of the mana- 
gers; the notes to be protected by a 5 per cent, guar- 
anty fund to be held by the treasury, and a lawful 
money reserve equal to that now held against deposits; 
to be subject to a tax of 2 per cent, per annum; and 
to be currently redeemable at designated banks in the 
redemption centres. Each bank to maintain in the 
treasury a fund equal to 5 per cent, of its average de- 
posits ; and this fund, the 5 per cent, guaranty fund, and 
the tax fund, to be held in common, to insure the de- 
posits (including government deposits,) and secure the 
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note issues; the money in this general fund to be 
invested in United States bonds to be purchased from 
the banks. Each bank may count its two 5 per cent, 
funds as part of its reserve, and receive i per cent 
interest thereon from the treasury. Holdings of bank- 
notes in reserves is prohibited luider a penalty of lo 
per cent, per day upon the amount so held. Govern- 
ment revenues to be placed in national banks without 
bond security, not to exceed in any one case one-half 
of the bank's capital, but to bear 2 per cent, interest 
Banks to be prohibited from paying more than 2 per 
cent, upon demand deposits, but may carry savings ac- 
counts, and perform trust company fimctions. Govern- 
ment notes to be ultimately eliminated. 
This would operate in effect to bring about the immediate, 
instead of the gradual, substitution of credit-notes (subject to 
a fixed 2 per cent, tax,) for all bond-secured notes. 

It will thus be observed that there is a radical difference 
between the measures recommended by the respective commit- 
tees of the two Houses of Congress. 

The views of the minority in Congress are reflected in the 
measure proposed by their leader in the House of Representa- 
tives, which, as will be seen, differs radically from the two out- 
lined above. • 

Williams Bill. (House No. 16730.) Provides for an issue 
of government legal tender notes as "emergency cur- 
rency," to be loaned to any banking institution, upon 
deposit in a sub-treasury of approved state, county or 
municipal bonds; such loans to bear interest graduated 
from one-eighth per cent, per month; repayable upon 
deposit of any form of lawful money in the treasury, 
to be used to cancel the emergency notes. Surplus 
revenues to be deposited in such banking institutions, 
to be secured by government, state, county or munici- 
pal bonds, to bear interest not less than 2 per cent, 
per annum, but to go to banks offering highest rates; 
the amount of the deposit never to exceed 50 per cent 
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of the capital. Institutions operating under state laws 
to place themselves under partial supervision of the 
national government to avail themselves of the privi- 
leges. Insurance of deposits, regulation of reserves and 
other banking provisions are included. 

Other Currency Measures, 

Other bills introduced and duly referred to the respective 
committees, where they now rest, are as follows: 

A. — Bills contemplating the gradual substitution of taxed 
credit-notes: 

# 

McKinney BilL (House No. 15262.) Mentioned in one of 
the resolutions referred to us. This is substantially 
the measure proposed by the American Bankers* Asso- 
ciation, providing that national banks having outstand- 
ing bond-secured notes equal to 62 1-2 per cent, of 
their capital may issue credit-notes to an amount not 
to exceed 25 per cent, of the capital subject to a 2 1-2 
per cent, tax, and a further issue equal to 12 1-2 per cent, 
of the capital to be taxed 5 per cent.; to be protected 
by a 5 per cent, guaranty fund deposited in the treasury, 
and by a reserve equal to the reserve now held against 
deposits. The credit-notes to be retirable without lim- 
itation upon deposits of lawful money. Current re- 
demption of notes at designated redemption agencies 
is provided for. 

Keifer BilL (House No. 208.) Similar to the McKinney 

bill, but requires the banks to own and hold in their 
vaults. United States, state or municipal bonds equal 
in value to the credit-notes in use by them. 

Xoverihg Bill. (House Nos. 333 and 20247.) Permit na- 
tional banks to issue credit-notes equal to 50 per cent, 
of the amount of bond-secured notes, but not to exceed 
20 per cent, of the capital ; the ratio increasable after a 
term of years; the notes to be protected by a 5 per 
cent, guaranty fund and a 5 per cent, current redemption 
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fund (such as now exists) ; to be redeemable at any 
sub-treasury, and to be subject to i per cent, annual 
tax ; the credit-notes to l>e retirable without limitation 
by deposits of lawful money. 

Padgett BilL (House Nos. 13644 and 13848.) Permit na- 

tional banks having 50 per cent, of their capital in 
bond-secured notes, to issue a further 50 per cent 
not so secured (credit-notes), protected by a 5 per 
cent, guaranty fund and reserves equal to those now 
held against deposits; subject to a tax graduated from 
21-2 per cent, to 4 1-2 per cent., to be added to the 
guaranty fund. The credit-notes to be retirable without 
limitation by deposits of lawful money. 

Pou BilL (House No. 15260.) National banks hav- 

ing 50 per cent, of capital in bond-secured notes, to 
be permitted to issue further notes secured by ware- 
house certificates for cotton (1,000 bales or more) to 
the amount of one-half the market value of the cot- 
ton ; the notes to be taxed one- fourth per cent, monthly, 
and to be retired within one year by deposits of any 
form of money with the treasury; in case of default 
the cotton certificates to be sold. The volume of the 
notes to be limited to $300,000,000, and the need for the 
issue determined by the treasury. 

B. — Bills contemplating the further issue of government 
notes : 

€rraham Bill. (House No. 187.) Authorized the issue 
of United States legal-tender notes to any one for 
gold, or upon depositing, at any sub-treasury. United 
States, state or approved municipal bonds, at rated 
valuations; the notes to be taxed 5 per cent, if issued 
upon United States bonds and 7 per cent, if upon oth- 
ers; the bonds to be withdrawable upon the return of 
an equal amount of gold or notes. Depreciation of 
bonds to be made good or bonds sold. For this pur- 
pose $500,000,000 of notes are to be printed at once. 
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Gamer Bill. (House No. 3886.) Identical with the pre- 

ceding. 

• 

Wiley Bill (House No. 3876.) Substantially the same. 

Sherwood BilL (House No. 7607.) Substantially the same. 

Wiley BilL (House No. 91 51.) Provides for $200,000,- 

000 government notes, to be loaned to owners of cot- 
ton (one bale or upward) deposited in government 
depositories to be established, at 75 per cent, of its 
value, for not longer than six months; the loans to 
be repayable in any form of money, and if not repaid 
within the term, the cotton to be sold by the treasury. 

Gordon BilL (House No. 6178.) The treasury to pre- 

pare $500,000,000 of United States notes and create an 
emergency currency fund, to loan these notes through 
a commission of twelve men, appointed by the pres- 
ident, to national or state banks, in case of stringency, 
for not longer than one year, at progressively increas- 
ing interest rates, from 4 per cent, to 6 per cent.; the 
loans to be secured by the deposits of such bonds as 
the commission may determine, the amounts rated ac- 
cording to the character of the bonds. 

McHenry BilL (House No. 12683.) The treasury to pre- 
pare $1,000,000,000 United States notes; $600,000,000 
thereof to be loaned to any bank (but never in excess 
of 60 per cent, of its capital and surplus,) upon a first 
lien collateral note secured by bonds acceptable to the 
treasury; interest to be at 2 per cent, per annum for 
eight months, then 2 per cent, per month ; the remaining 
$400,000,000 to be similarly loaned, in emergencies only, 
at 6 per cent., but never for a longer period than six 
months. Four per cent, of the notes to be retired and 
destroyed annually. The interest received on the loans 
to become part of the fund and similarly loaned at 
2 per cent.; and the treasury surplus to be loanable to 
any bank subject to the same security and to bear 2 
per cent, interest. 
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Fulton Bin. (House No. 14403.) Retire all paper cur- 

rency (including gold and silver certificates) with an 
issue of legal tender *tK>nd notes," to be prepared to 
the amount of $2,000,000,000; redeemable in gold or in 
silver if the treasury fears a depletion of the gold 
reserve. Reserve of $800,000,000 (or 25 per cent, of 
issue) to be established and held, three-fifths gold, two- 
fifths silver. The notes to be loaned by the treasury 
to any national or state bank, in amounts not more than 
twice its capital, upon security of United States, state 
or municipal bonds (the first named at par, the others 
at 60 per cent, of their market value;) the loans to 
the amount of the capital stock to bear 3 per cent., and 
the excess 6 per cent. ; the term of the loans to be not 
less than one nor more than five years, and to be fur- 
ther secured by a special bond executed by the bank's 
directors. National banks to receive these notes in lieu 
of their bond-secured notes, by leaving the bonds now 
in the treasury and executing the required special bond. 
In case of exigency the volume of notes may be in- 
creased. 

C. — ^Bills providing for a central bank: 

Hansborough (Senate No. 547.) Provides for the crea- 
Bill-. tion of a central bank, chartered for fifty years, 

with capital equal to 10 per cent, of aggregate capital of 
national banks and to be taken by those banks pro rata ; 
shares to be non-negotiable except in case of liquidation 
of a bank when they are to be purchased by the United 
States at par and used for new banks; shares may be 
counted as part of lawful money reserves of banKs; 
and one-half of reserves of banks permitted to be held 
in other banks to be held in the central bank. The 
country to be divided into 16 districts; head office at 
Chicago, with such branches as the treasury may ap- 
prove. Direction to be in a "council" of 21 members, 
of whom 4 are the chief treasury officers ex-oMcio, the 
others from the several districts, elected by sharehold- 
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ers* for six-year terms; the council to choose a gov- 
ernor and deputies. Notes to the amount of $300,- 
000,000 to be issuable on bills receivable and bonds 
owned by the bank; and in emergency further issues 
without limit, to the amount of gold deposited in the 
treasury, subject to a one-eighth annual tax. Loans to 
be made to any one, upon bonds to 40 per cent, of their 
market value, and upon warehoused grain and cotton 
to 60 per cent, of their market value; may rediscount 
for any bank upon satisfactory security, (not real es- 
tate, mortgages or bank shares;) no loans, however, to 
have more than 120 days to run. The bank to hold a 
40 per cent, lawful money reserve against deposits; 
may deal in bonds, exchange and specie; it may pay 
dividends out of profits to 4 per cent., then place 2 
per cent, in surplus; any further divisible profits to be 
shared equally with the government; it shall always' 
be subject to government inspection. 

Pomes BilL (House No. 13845.) Provides for a gov- 

ernment central bank, with a fifty-year charter, cap- 
ital $100,000,000, of which the United States to take 
three-fifths, national banks the remainder, ratably to 
their capital and surplus. Head offices in New York, 
9 branches. To be managed by a board of 25 direct- 
ors, of which the secretary of the treasury, (chair- 
man,) comptroller of the currency and treasurer Unit- 
ed States, (vice-chairman,) to be ex-oMcio members, 
the remainder chosen . by shareholders for six-year 
terms from branch districts and not all to belong to 
the same political party; the board to appoint an exec- 
utive committee of 7, to include the 3 ex-oMcio di- 
rectors. May issue $100,000,000 of notes redeemable 
through the capital, and loan them to any commercial 
bank subject to one-eighth per cent, tax and 4 per 
cent, interest, for a term not to exceed one year, upon 
security acceptable to New York and Massachusetts 
savings banks; by a four-fifths vote the board may 
issue $400,000,000 further notes loanable in like man- 
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ner but never in excess of 50 per cent, of the capital 
of the borrowing bank, subject to one-eighth per cent 
tax and interest from 6 per cent to 10 per cent, pro- 
gressing with amount of loans; may re-discount for 
banks paper running not more than three months prop- 
erly secured. Dividends limited to 4 per cent; remain- 
ing profits to go to its surplus gold fund. 

D. — ^Bills to utilize clearing houses: 

McLachlan (House No. 10588.) Provides that certifi- 

Bill. cates of any clearing house association located 

in a national bank reserve city (in operation for five years, 
the bank members of which have capital, surplus and 
profits over $500,000,000, and clearings over $150,000,- 
000,) may be accepted by the treasury as security for 
national bank-note issues at 90 per cent., such issues 
, to be in addition to the bond-secured notes, but not to 
exceed the capital of the bank applying therefor, and 
to be subject to a 2 1-2 per cent, annual tax. The 
clearing house to be required to hold against the cer- 
tificates the obligation of the bank secured by collat- 
erals, including warehouse-receipts, negotiable paper, 
securities, duly approved, taken at not more than 80 
per cent, of market value; the certificates to bear in- 
terest not to exceed the legal rate, to be the absolute 
obligation of the clearing house; which may assess 
any losses thereon against the borrowing banks pro 
rata, and must retire the certificates in gold within 
one year. 

Piatt Bill. (Senate No. 108.) Provides for the incor- 

poration of clearing houses, with national charters, un- 
der the supervision of the treasury, regulates and de- 
fines their operations; provides clearing house bank 
currency, and the issue through them of bank-notes 
secured by the pledge of any commercial assets (taken 
at 75 per cent, of their value) and the responsibility of 
the associated banks; also for the circulation and re- 
demption thereof. The clearing houses to take the 
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place of the treasury in holding the security for notes 
and the redemption funds. 
E. — Currency commission bill: 

Lovering BilL (House No. 15849.) Provides for the ap- 
pointment of a national currency commission, to be 
composed of six senators and six representatives to 
be appointed by the presiding officers of the two Houses, 
and six other persons to be appointed by the pres- 
ident; which shall investigate the causes of the recent 
crisis and the relation of the banking and currency 
systems thereto, and to make recommendations for 
such changes as may be desirable in the system; to 
have full power to make a thorough investigation and 
to report to the president not later than January i, 
1909. 



Northwestern Banker (Des Moines). 15, No. i: ai-3. January, 

1 910. 

A Central Bank Symposium. 

The question is assuming such large proportions now that 
the opinions expressed by prominent bankers throughout the 
country are read and pondered with much interest. 

The Banking Law Journal recently published replies from a 
number of bankers which had been received at their office in 
reply to letters sent, asking their opinion on this absorbing 
question. A few of them appear here: 

James K, Ilsley, President Marshall and Ilsley Bank, Mil- 
waukee, Wis.: 

"I have been in doubt in my own mind as to the feasibility 
of a central bank in this country. The vast area which it must 
cover in its operations, and the political prejudices of the peo- 
ple against centralization in general, and banking in particular, 
make its attainment in the first instance difficult, and its practical 
working thereafter, fraught with peril. When I try, however, 
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to work but to their legitimate conclusions the other proposed 
measures for reforming our currency, such as the American 
Bankers' Association asset currency plan and the Canadian sys- 
tem of a few large banks with many branches, I find similar 
difficulties, and I come back to some sort of a central bank or 
'bank of banks' as after all the best solution of the problem. 

"The weakness of our independent banking methods and the 
difficulty of any. effective co-operation in times of trouble, except 
by an entire disregard of the law as it now stands, is generally 
recognized.. How shall we remedy this situation? Surely not by 
legalizing any of the suggested clearing house currency plans 
to be used in case of emergencies. When an emergency has 
actually come, and the provisions for meeting it are put in oper- 
ation,^ the world knows it, and credit, the main essential element 
in modern banking, receives a knock-out blow. Whatever plan 
may be finally adopted, it should aim to avoid emergencies, and 
at all times to conserve the credit of the banks, and through 
them the credit of the country at large. Experience of other 
countries would indicate that a great central bank, properly 
adapted to our conditions and carefully guarded as to its con- 
trol, should be able to perform this service. A wide campaign 
of education will be necessary to teach the people some of the 
underlying principles of banking and the necessity of a reforma- 
tion in our present currency system." 

James B. F^ organ, President First National Batik, Chicago,, III: 

"Whether I am in favor or opposed to the establishment of a 
central bank in this country depends entirely upon what it is> 
how it is organized, what privileges are granted to it and what 
business it is permitted to do. 

"There are many other details in connection with the or- 
ganization of such a bank of equal or greater importance than 
*Wall Street and monopolistic control' which must be settled 
and clearly defined before a practical banker can intelligently 
announce himself as either favoring or opposing it. 

"So far as I have observed no practical, equitable or feasible 
plan for the organization of such a bank has yet been publicly 
announced. I am extremely desirous and somewhat hopeful that 
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out of the present agitation and the study of the banking ques- 
tion now being carried on by the national monetary commission 
a satisfactory soluticm of this very difficult, but most urgent 
problem, may result/* 

John /. Mitchell, President Illinois Trust and Savings Bank, 
Chicago, III.: 

"Yes, it would give elasticity to currency, steady rates of 
interest all seasons, protect our gold and dispense with the 
fallacy of pyramiding deposits." 

Francis B. Reeves, President Girard National Bank, Phila- 
delphia, Pa.: 

"No, it would probably in time become subject to monopolis- 
tic or special interests. Present system is adequate, though not 
yet perfect. Improvement by legislation and by the banks 
themselves may be expected to meet all requirements. Not the 
use, but the abuse of present system causes trouble." 

E. A. Decker, Vice-President The Northwestern National 
Bank, Minneapolis, Minn.: 

"I think that a central bank of issue, properly organized 
and managed, if sufficiently safeguarded from manipulations by 
political or business interests of any one particular class, would 
come the closest to a successful solution of the currency and 
bank problems which now confront us. It is my opinion of 
the moment, that we will not be able to successfully solve the 
matter in any other manner than through a central bank." 

John H. Leathers, Cashier Louisville National Banking Com- 
pany, Louisville, Ky.: 

"I have no hesitation in saying for myself that we ought to 
establish the central bank. I believe that it is the solution to 
the great problem the banks of this country have to face and 
if it is established along the lines as I have heard it explained 
it will remedy some very disturbing questions we have to con- 
tend with every now and then. 

"I might add that at the recent meeting of the Kentucky 
Bankers' Association held in this city, while no definite action 
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was taken on this subject, the bankers of Kentucky there as- 
sembled seemed to favor it with great unanimity," 

Logan C. Murray, President The American National Bank, 
Louisville: 

'*What I have to say about the central bank idea is ex- 
pressed, so far as I can at present say, on page 860 of the 
'Banking Law Journal' of November, 1909. 

"I might add in a general way that I have not been hereto- 
fore partial to a central bank, but I have not shut myself 
up to any suggestions which might be made in this way. 

"A reservoir from which the eight thousand national banks 
of the; country might get relief in distress, for the rediscount of 
their paper, will be a popular one, but I have had a predilection 
in. favor of a system by which each individual bank might issue 
its own circulation to a limited degree on its assets, under the 
supervision of the comptroller of the currency, as a simple plan 
of relief and in the aggregate will be sufficient to stamp out a 
crisis, and to tax excess circulation heavily to drive it out of 
existence when the crisis has passed. This it seems to me 
would be prohibitory in easy times in making heavy loans, be- 
cause the heavy tax would not permit it. 

"I believe a permanent currency issue by banks should be 
secured by government bonds. Crisis currency on assets should 
be extended and governed by the capital of each individual 
bank, and the aggregate issue of such currency would throw 
back and be turned out of existence by a heavy taxation, and 
no principle would be violated as the merit of each bank con- 
trols." 

Sam W, Reyburn, President Union Trust Company, Little 
Rock, Ark.: 

"1 am not in favor of a central bank at all, as I do not 
consider such banking suited to our needs in this country. 
Growing and expanding in this country as we are doing, our 
present banking system, with some modifications that are easily 
possible, is well suited to our needs. We cannot justly compare 
conditions here with those of the old countries, where every- 
thing is finished. 
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"My idea is that, if every state has good banking laws, re- 
quiring the proper reserves to be kept, limiting loans and with 
some provisions for the organization of clearing house asso- 
ciations, and giving such associations certain authority to limit 
withdrawals, in times of panic we would get the best results. 

"Of course, we all know that no plan is going to work perfect- 
ly and that we will have our troubles with them all and, as I see 
the central bank plan, it will tend to increase rather than re- 
duce our troubles." 

G, A. Wright, President the Superior National Bank, Han- 
cock, Mich.: 

"Any plan for the establishment of a central bank in this 
country should seek to avoid the following serious dangers: 
Political control; concentration of stock ownership; powers 
which could be injurious to existing banks, such as branch bank- 
ing, or other functions based on the form and practice of 
European central banks, which some of our financiers appear 
to regard as essential models from which we must copy, even 
though it be out of harmony with our institutions. 

"The banks, themselves, primarily need the central bank, as 
Mt. George E. Roberts has well said, "to complete the system, 
and they already have it in their power to organize it in a way 
to secure their most effective co-operation, and as a natural 
development of the present national banking system. Let them 
proceed precisely as other persons would do when the necessity 
for a bank becomes apparent, and not wait for Congress to create 
a bank with experimental and disturbing powers; but rather 
let the scope of the central bank be gradually developed by legis- 
lation, after its organization, as the necessity becomes clear. 

"By organizing under the present national bank act, the 
stock to be held only by the banks, or their representatives, pro- 
portionately to their capital,. all of the above dangers would be 
avoided and it would be capable of the following important 
powers and purposes: 

"i. It would unite the banks in organized form and cen- 
tralize their banking power for the support of the individual 
banks and the entire banking system. 
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"2. It could maintain a very large cash reserve, available 
in times of necessity for relief to any of its associates, and it 
would not be run primarily for profit. . 

"3. It could invest its capital in government bonds and 
vary the amount of its outstanding circulation, from the mini- 
mum of $50,000 up to the full amount of its capital, as occa- 
sion required. 

"4. It could and should become the special depository and 
fiscal agency of the government. 

"5. It would be a powerful bank of rediscount for its con- 
constituent banks. 

"6. It would be an effective regulator and equalizer of in- 
terest rates. 

"7. It would act as agent for its associates in the distribu- 
tion of loanable capital where most needed. 

"8. It would become a great clearing house bank, facilitat- 
ing the exchange of bank collections. 

"9. It could increase its capital without limit, as might be 
deemed advisable. 

"10. It would furnish the necessary medium for the con- 
certed action of all of the banks of the country." 



AFFIRMATIVE DISCUSSION 

World's Work. 19: 12394-7. December, 1909. 

What a Central Bank Would Do. Robert L. McCabe. 

There is no system of currency nor any device of human 
ingenuity which can permanently maintain prosperity of an 
even plane and prevent the periodical depression of business. 

What is needed in the United States, however, when ready 
money becomes scarce, is a currency system which will bring 
about a gradual decline of business instead of producing com- 
mercial upheavals, explosions, and panics. 

Ever since the abandonment of the central banking system 
during President Jackson's administration, the United States 
has been intermittently subjected to terrific financial convulsions, 
which are phenomena almost peculiar to this country and to its 
banking and currency methods. 

These financial upheavals occur suddenly, unexpectedly, and 
in times of great prosperity but they seldom, if ever, occur in 
France and Germany through the fault of their respective cur- 
rency systems. 

Still fresh in mind is the panic of 1907. This condition 
was not brought about because the people lacked confidence in 
the banks, but rather because the banks lacked confidence in 
themselves and feared that they could not command sufficient 
currency to keep reserves intact and be able to meet the ex- 
traordinary demands of commerce at that particular time. Bank- 
ers cannot be blamed, for they, as well as the people, are the 
victims of the inexorable operation of our present system. 

When the rural demand for funds is slack, the country 
banks deposit much of their reserves in the reserve banks of 
the great cities, where there is a larger demand for loans 
and discounts. Later in the year, however, the country banks 
call for a return of their reserves to meet the autumnal de- 
mands for funds necessary to move the crops. The city banks 
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then find it difficult and at times impossible to get and return 
the necessary currency, because their loans are expanded to the 
limit of their own reserves, which are largely built up by the 
deposits of these country banks. There immediately follows 
a mad rush of the bankers for currency, but there is not enough 
currency to go around nor is there any source whence more 
can legally be obtained. 

This was the situation that confronted and deadlocked our 
banking and currency system in October, 1907, and brought com- 
mercial activity in the United States to an abrupt halt. Quick 
as a flash of lightning, public access to funds was barred as re- 
lentlessly as though each bank had let fall a portcullis over 
its entrance. Loans and discounts were summarily refused, in- 
terest rates soared to abnormal heights and became confisca- 
tory, cash payments in many localities were suspended, and cur- 
rency was bought and sold at a premium. Thousands of men 
were forced into insolvency, not because they lacked wealth 
but because they could not obtain cash to meet their immediate 
obligations. 

In France, when there arises an emergency involving an 
extraordinary demand for funds, the Bank of France continues 
to discount all good commercial paper as fast as it is pre- 
sented, but the bank begins immediately to check the demand 
by raising the rate of discount, a method which has always 
been found effective. Those who must have accommodations 
are provided for, -but they are required to pay a higher, though 
not exorbitant, rate of interest; those who can afford to wait 
postpone their engagements until the discount /ate is lowered. 
No person or firm having property and credit there is ever 
deprived of funds necessary to meet his financial engagements, 
as is the case here. Even during the Franco-Prussian war, 
when the city of Paris was besieged by the German army, the 
Bank of France never ceased to discount good commercial 
paper. 

For many years the average rate of interest in France has 
been about 3 per cent., whereas in New York the rates for call 
loans vary from 2 per cent, in the spring to 150 per cent., in 
the fall. But by raising the discount rate, the great French bank 
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sets the brakes on the rapidly revolving wheels of commerce, 
so that there is a gradual slow-down instead of a sudden crash. 
The central banking system thus forestalls a panic without caus- 
ing a jar to the even tenor of business, but the American 
system incites panics and starts the people down the cor- 
duroy road of adversity. 

Publicists, statesmen, and financiers, however, have hereto- 
fore hesitated to advocate such an institution as a central bank 
for fear that it would provoke the same political wrath which 
wrought the destruction of the Second United States bank and 
clouded its name with odium. But leading statesmen, includ- 
ing President Taft and Senator Aldrich, now believe that a 
modified, restricted, and limited central bank can be so or- 
ganized, managed and controlled that it will be as free from 
the baneful influences of both politics and Wall Street as is our 
present national banking system. 

In short, the idea is that of a central institution which will 
co-ordinate our local, independent, and often hostile banks into 
an efficient and harmonious system, without inciting the animos- 
ity of any set of men, or violating the democratic instincts of 
the people, or arousing the martial spirit of General Jackson 
from its long repose. 

The plan now most favored is a government-controlled and 
supervised central bank, organized and managed in accordance 
with republican ideals, to receive as deposits only the funds 
of the government and the reserves of those banks that are 
located in the central reserve cities. These reserves would 
be available to the depositing banks upon call, in the form of 
central bank notes. And whenever solvent banks should be 
crowded in an emergency, they could obtain additional cur- 
rency from the central bank by re-discounting their customers* 
notes, or by making loans with government bonds or other 
approved issues as collateral security. 

In this way a central bank would assist, sustain, and protect 
our national banking system. It would, through its branches, 
concentrate and supply currency where it is needed to meet 
the varying demands of commerce at different times and locali- 
ties throughout the country — in the fall as well as in the 
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spring, and in Texas as well as in New York. Thus, by mass- 
ing and expanding credits wherever and whenever needed, the 
usual fall stringency would be averted. No crisis would arise 
to appal the nation, nor would it be necessary to resort to the 
illegal issues of clearing house certificates or to derange the 
money markets of Europe by forced importations of gold, as 
was done in October and November, 1907. 

But in order to handicap speculation and prevent inflation 
of the currency, with absolute certainty, a limitation should 
be set by law upon the total amount of free note issues of the 
bank. However, additional issues subject to a heavy tax should 
be authorized to meet an extraordinary demand of commerce, 
if ever the limited amount of free issues should prove to be 
inadequate for that purpose. By lodging the power in the 
central bank to regulate discount rates, by liiAititig the amount 
of the bank's free issues, and providing for additional taxed 
issues, we would have a currency which would meet every de- 
mand and exigency satisfactorily and with the largest degree of 
safety. 

The experience of the world has shown that short-time 
notes, with ample gold reserves, form the only sound basis 
for both an elastic and safe currency. 

The advantages of such a currency can best be understood 
by contrasting it with our present currency. A bank issues 
its notes in exchange for those of its customers. When these 
notes return to the bank, they are retired and none are issued 
in their place until new commercial paper is discounted. The 
payment of these maturing notes by traders and merchants 
furnishes the bank with the means to redeem and retire its 
own notes as they return. Thus, having a constant cash in- 
come, it has the ever-ready means at hand to redeem its own 
notes in gold or its equivalent. 

All our currency is now issued by the national government. 
National bank notes are government notes with superfluous 
name of a bank stamped on them. They represent the credit 
of the government rather than the credit of the bank through 
which they are issued, and are, therefore, not real bank notes. 

The United States treasury is a stupendous bank of issue; 
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but, not being a bank of discount, it does not possess the lend- 
ing power of ordinary banks with which we are familiar. Not 
having the power to make loans to individuals, it cannot issue 
its notes in response to the demands of commerce by exchang- 
ing government notes with merchants and traders, which are 
constantly being reduced to cash, it has not the ever-ready means 
to redeem its own notes in gold or its equivalent— cannot ac- 
cordingly retire its currency when the commercial demands 
therefor cease. Its currency must remain permanently outstand- 
ing. It is rigid and inelastic, and the Treasury Department re- 
mains as tmresponsive to the demands of business as a graven 
image is to the supplications of the deluded devotee. 

Although United States notes are redeemable in specie, yet 
there is only intermittent redemption in gold to meet spasmodic 
demands for the metal. There is no daily automatic redemption 
in gold or its equivalent, as practised by foreign banks of issue. 
All our currency is kept at par with gold, not by daily redemp- 
tion but by the credit and good faith of the government, which 
receives it for the payment of taxes in lieu of gold. Our cur- 
rency rests on a fictitious gold basis maintained by government 
credit instead of being bottomed on the real metallic basis of 
gold, as is the currency in England, France and Germany. 

If by reason of some national calamity or international 
conflict, expenditures should exceed income, as was the case dur- 
ing the War of 1812 and the Civil war, the government's credit 
would become impaired, gold would go to a premium, our cur- 
rency would depreciate as well as all securities, including the 
bonds which now secure the national bank notes, and losses be- 
yond computation would again be imposed upon the people. 
When expenditures exceeded income during President Qeve- 
land's second administration, the government had to resort to 
the sale of bonds to keep the currency at par with gold and 
maintain the credit of the nation. The struggle to do this pre- 
cipitated the panic of 1893 ^nd augmented the national debt in 
principal and interest $363,000,000. 

The best currency is that which is redeemed daily in that one 
species of property which is received throughout the world by 
everybody as money— namely, gold. But a gold fund which is 
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daily drawn upon for the redemption of notes can only be 
maintained by a bank which has the power to regulate the 
discount rate and which is in daily receipt of an income from 
the payment of constantly maturing notes. A bank can main- 
tain daily gold redemption because its currency is based on 
short-time notes, but the Treasury Department cannot do this 
because its currency is based on long-time bonds and the tax- 
ing power of the government, neither of which are quick and 
available assets. There is a daily automatic inflow of cash to 
the bank to maintain daily redemption of its notes in gold or 
its equivalent. But as the inflow and outflow of gold mark the 
upward and downward movements of commerce, even as a 
barometer indicates fair or foul weather, there must be daily 
redemption in gold to keep the volume of currency in constant 
harmony with the volume of business. 

But the Treasury Department has no daily inflow of gold 
for redemption purposes, and as there is no daily gold redemp- 
tion, the volume of our currency seldom if ever corresponds 
with the volume of business. Our government notes do not 
represent quick available assets, as do redeemable bank notes. 
They are the obligations of a debtor government having limited 
means of immediate payment. Redeemable bank notes, however, 
are the obligations of a creditor bank which has means of im- 
mediate payment far in excess of these obligations. 

With the exception of gold, short-time commercial paper, 
consisting of bills and promissory notes, is in every respect bet- 
ter security for the currency than any other form of property, 
including bonds and mortgages. It is either worth its face or 
nothing, and this is quickly determined by the banker. But 
bonds, although good when first issued, may from various causes 
depreciate and become almost valueless before their maturity 
and final payment. It is a fact universally known and ac- 
cepted that the steady profits derived by a well-managed bank 
from handling short-time commercial paper are infinitely great- 
er than the desultory losses resulting therefrom. If it were 
otherwise, there would be few banks of discount in existence. 

The bank note currency of both France and Germany is based 
on short-time notes and it has the unqualified approval of those 
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great industrial countries. Owing to the scientific plan adopted 
by Germany and the admirable and conservative management 
of the Bank of France, the currency of these two nations is 
considered the most satisfactory in the world. 

The First and Second United States banks, within two years 
after their respective creation, not only restored specie payments 
for the nation during the critical periods following the Revolu- 
tionary war and the War of 1812, but for thirty-six years and 
until the expiration of their respective charters, they provided 
the people with free issues of redeemable bank notes based on 
commercial paper. 

These bank notes constituted a national currency which was 
uniform and safe. It was only fairly elastic, however, as daily 
redemption in specie could not be strictly enforced, owing to 
the scarcity of specie in America at that time. Loanable funds at 
reasonable rates of interest were accessible to men of credit 
everywhere throughout the United States, and the daily de- * 
mands of commerce were met without loss or hardship to 
anyone. Although these banks would be considered imperfect • 
according to modem standards, yet no one ever lost a dollar by 
the depreciation of their notes ; nor did this form of bank note 
currency periodically produce panics, as our present currency 
does; nor were these notes a source of expense to the banks, as 
we have seen the greenbacks were to the government during 
President Cleveland's second administration. 

During the twenty-two weeks in the winter of 1907-08, while 
New York clearing house certificates remained outstanding, 
$330,000,000 of commercial paper was used as a basis for these 
certificates. There was not a single default in payment by the 
merchants and traders who negotiated this paper. This is a 
a remarkable record when it is taken into consideration that 
all this paper fell due and was paid while the pall of the panic 
of 1907 still hung heavily over the business world. 

If the notes of merchants and traders is an ample and safe 
basis for the note issues of the Bank of France and the Im- 
perial Bank of Germany, as well as it was the issues of the 
former United States banks and more recently for the cer- 
tificates of the New York clearing house, it certainly would now 
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form a basis of indubitable strength and security for our cur- 
rency, especially if it were also indorsed by solvent banks, and 
re-discounted with the central bank, as is now prooosed. Such 
a currency would primarily represent the property involved in 
the transactions for which the commercial paper was executed. 
It would be backed not only by the property of the merchants 
and traders who would make and indorse the paper, but also by 
the capital and surplus of the discounting banks, as well as the 
capital, surplus, and immense resources of the central bank of 
issue. 

By unexampled enterprise in the pursuit of all forms of busi- 
ness and human endeavor, the people of the United States have 
amassed a larger stock of gold and have more quickly av^l- 
able assets than any other nation; but unlike other first-class 
commercial nations, the United States does not develop the high- 
est efficiency of these vast funds of convertible wealth. The na- 
tional treasury held over twice as much gold during the last 
panic as was held by the combined central banks of England, 
France and Germany — ^yet, because of our improvement and 
indefensible methods of handling our enormous ftmds of in- 
vestible wealth, we were compelled to draw on the gold re- 
serves of these banks, and this in turn confused, deranged, and 
impeded the onward trend of international commerce. 

American commerce is forbidden to transmute its illimitable 
resources of convertible wealth into redeemable currency for its 
own promotion and preservation. It is bound to the rock of 
the national treasury to have its vitals periodically consumed. The 
circulation of currency is an inherent, logical, and automatic 
function of the delicate mechanism of commerce through the 
medium of banks. 

But it is a power of such superlative importance, involving 
the comfort and happiness of men, women, and children, as 
well as the prestige of the nation, that it should be safe-guarded 
by every precaution known to human wisdom. Therefore our 
currency should be under the constant surveillance and daily 
control of the national government, and be kept at all times sub- 
servient to the interests and welfare of the people. 
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Annual Report of Comptroller of Currency, 1907. pp. 68-77. 

Central Bank of Issue and Reserve. 

The conditions which led to the panic of October and No- 
vember, 1907, were not due to the failure of a few individual 
banks. They were not due to the lack of confidence of the 
people in the banks, but more to a lack of confidence of 
the banks in themselves and their reserves. Banks have been 
fearful that the reserve system would break down, and in con- 
sequence it has broken down, and the reserve deposits have 
been only partially available. They were also fearful that not 
sufficient currency could be supplied to meet the demand, and 
as they all made the demand at once, there has not been suflfi- 
cient currency. The result has been a currency famine. 

The remedy for this state of affairs is to improve the reserve 
system so that the reserve deposits of the banks can be kept in 
a bank where they are surely and certainly available. We must 
impart to our currency system some element of elasticity, so 
that when there comes a sudden demand for currency it can be 
supplied in bank notes, without depleting the supply of reserve 
money. 

These two most desirable changes can be best accomplished — 
in fact, they can only be satisfactorily accomplished — through 
the establishment by the government of a central bank of 
issue and reserve. This is the system which has been adopted 
and found to work most satisfactorily in the great commercial 
countries of Europe and is the one that gives the surest promise 
of satisfactory operation in this country. 

Such a bank would not only solve the two great problems 
of our banking system, but it would also provide the machinery 
for conducting the treasury operations in their relations to 
the banks with the least disturbance. 

The chief weakness of our present national banking system 
is the provision in regard to reserve deposits, which piles re- 
serve on reserve, in reserve cities and central reserve cities, 
without requiring a sufficient amount of actual cash reserve 
on hand. As we have seen in the present crisis, when a real 
emergency arises these reserves are not reserves at all, be- 
cause they may in a day become unavailable. 
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It will be an improvement to add to the prc^wrtion of re- 
serve to be held in cash by the country banks and the reserve 
city banks, but the proper solution of the difficulty is to in- 
crease the amount to be held in cash by all the banks and re- 
quire all the reserve deposits to be kept with a central bank 
organized for that purpose. The increase in cash reserves from 
6 to ID or even 15 per cent, in the country banks would not 
help a bank very much when it had any large demand for its 
deposits. What such a bank needs is a safe reserve in cash and 
a further reserve with a bank where it is surely available, at 
any time, in currency. This would be the case with reserve 
deposits in a central bank. Further than this, the depositing 
bank could be sure that at any time, as long as it was solvent, 
it could go to the central bank and get any amount of cash 
needed on the notes of its customers, or other good security. 
With such a bank to depend on, no solvent bank need ever 
have any fear of its ability to meet all demands. 

The present banking law prescribes a minimum reserve on 
deposits in central reserve cities — New York, Chicago and St. 
Louis — of 25 per cent., all of which must be in the vaults 
of the bank, in lawful money. The reserve cities are required 
to keep 25 per cent, reserve, one-half of which may be on 
deposit in the central reserve cities. Banks in all other cities 
are required to keep 15 per cent, of reserve, of which three- 
fifths may be on deposit with reserve or central reserve cities, 
all three classes of banks being given credit for their 5 per 
cent, redemption fund as reserve. Whenever there is a dis- 
turbance among the banks and any impairment of confidence, this 
system is always a source of weakness instead of strength. 
This is what may make a panic among the banks before there is 
even any decided uneasiness among their depositors. The banks 
realize upon what a small margin they depend, and each one, 
in self-defense, is compelled not only to colhct its loans, but 
withdraw its deposit reserves. 

Under this reserve system, deposits of $10,000,000 in country, 
or non-reserve city banks, would call for a cash reserve to be 
kept in their vaults of but $600,000. They could carry and 
count as reserve $900,000, on deposit with reserve city backs. 
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These reserve city banks would be required to have in their 
vaults cash to the amount of only $112,500, and might deposit 
$112,500 in central reserve cities, who, in turn, would have to 
have on hand 25 per cent., or but $28,125 in cash. 
To recapitulate this in the form of a table: 

Cash reserve on Deposits of $10,000,000. 

. . ^ Cash Deposited _ ,. , 

Amount of reserve with reserve Possible 

deposits In vaults agents ^^ans 

Country banks $10,000,000 $600,000 $900,000 $8,600,000 

Reserve city banks 
(amount above deposit- 
ed by country banks).. 900,000 112,500 112,500 675,000 

Central reserve city 
banks (amount as above 
deposited by reserve 
city banks) 112,500 28,125 84,375 

Total 11,012,500 740.625 1,012,500 9,259.357 

Per cent, of total deposits 6 8/4 9 1/5 84 

Per cent, of original de- 
posit 7 2/5 10 1/8 92% 

Amount of cash outside original country banks, $140,625, or 
1.4 per cent. 

V 

It will thus be seen that the Country bank keeps but 6 per 
cent, on hand in cash, and of the country bank's reserve deposits 
the city banks keep but 1.4 per cent, on hand in cash. There 
is therefore but 7.4 per cent, of cash, or $740,625 kept unloaned 
anywhere against this deposit of $10,000,000 in the country 
banks. Of this but $140,625 is outside the country bank's 
own vaults. If, therefore, there is a reduction in the deposits 
on the country banks of $150,000 out of $10,000,000, or only i 1-2 
per cent, it calls for more cash or reserve money than has 
been kept on hand for the whole $10,000,000 in reserve banks. 

Is it any wonder, then, that the demand in the fall for 
about $200,000,000 in currency for crop moving always makes 
a disturbance and that when this demand was accompanied by 
withdrawal of deposits and a curtailment of credits, caused by 
uneasiness and distrust, that the banks were forced in self- 
defense to partially suspend pajrments, adopt clearing house cer- 
tificates, and various other expedients to furnish currency to 
meet such an emergency? The surprising thing is not that 
there has been such a disturbance of credit and business, but 
that the situation has been met as well as it has. It speaks 
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volumes for the credit of the banks that they have done as 
well as they have, and shows the confidence of the people in 
thetr ultimate solvency and strength. It is the greatest pos- 
sible evidence of the wisdom, patience, forbearance, and sound, 
conservative sense of our business men. 

It does not, however, speak well for our political wisdom 
that this condition has been allowed to stand unchanged without 
any attempt to improve our laws. This situation is nothing 
new, but has been known to all students of our banking and 
currency system and written and talked about for many years. 
It has produced disturbance and stringency every autumn for 
forty years, and panic after panic. 

It is directly and immediately due to this that the crisis of 
October, 1907, assumed the phase of a bank panic and spread all 
over the country, instead of being confined to the comparatively 
few people and concerns who were first involved, and it un- 
doubtedly added to and spread the business reaction in all di- 
rections. 

The people of all the world have been overtrading for years, 
especially in the United States, and the reaction was inevitable 
and doubtless desirable, but it might and should have been 
more gradual and should not have had its g^reatest effect on 
our banks. Many firms might have failed and probably some 
banks which were badly extended or loaded up with speculative 
loans and securities. We should have had a gradual, though 
considerable, reduction m the volume of all kinds of business 
and a wholesome period of economy and more normal livingf 
and tradi;ig. This would have been, in the end, beneficial, and 
with the wonderful recuperative resources and wealth of the 
United States any business properly managed and based- on 
right conditions would soon have improved and have been asr 
prosperous as ever. There is no reason at all that our banks, 
as a whole, should have become involved as they have and not 
only their business, but that of all their customers, have been 
so disturbed as it is today. All that is needed to have prevented 
this is a proper system of credit bank-note currency and bank 
reserves, both of which could have been supplied by the central 
bank of issue and reserve. 
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If the banks had known that there were facilities for ex- 
changing any reasonable amount of deposit credits to note 
credits without depleting cash reserves, and, further that the 
reserves that they had were on deposit where they would be 
immediately and surely available in currency, there need hare 
been no alarm among them. There would have been no scarcity 
of currency; no derangement of the domestic exchange; and 
there would have been no panic among the banks nor among 
:the people. 

The only way in which bank deposit credits can be properly 
protected from sudden and unexpected calls, when all may be 
involved at the same time, is by a system of note credits which 
can be at any time immediately exchanged for the deposit cred^ 
its. They are essentially the same thing, and should be, daily 
and hourly if necessary, convertible from one to the other, at] 
the option of the creditor who is the depositor or note holderJ 
The bank of issue should be required, and must in self-defense, 
keep the same reserves against notes as against deposits. If 
this is done, there is no expansion or inflation when a note is 
paid out to a depositor, and no contraction when a note is re- 
turned to the bank for deposit. With a given amount of re- 
serve money, a given total of deposits and notes can be main- 
tained, and it makes no difference to the bank or anyone else 
but the customer, who uses either, at his option, whether the 
deposit remains in the bank as a credit to be checked against or 
is taken away in the shape of a circulating note. The only 
thing is to make the note, from the circumstances and conditions 
of its issue, perfectly secure to the holder, which can be done 
with absolute safetv in a credit note. 

Our bond-secured bank notes offer no help to a bank in 
any sudden call for deposits. From their. very nature they are 
fixed currency, issued on the secufed-currency principle, as dis- 
tinguished from the credit or banking principle. When issued 
they stay out indefinitely, without redemption, merely being re- 
newed on the average once in two years because they are worn 
out. They can not be issued or retired quickly, and the pur- 
chaise of bonds for their security Yfeiqtiires as much money as 
they furnish when issued. It is only "when the bonds for se- 
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ciirity can be borrowed or there is some government deposit 
obtained that they are of any value in meeting an emergency 
calling -for deposits. Nor will it help, the situation any to in- 
crease the volume of bonds obtainable as security for notes or 
to accept as security for them other than United States gov- 
ernment bonds. That would only add to the volume of the 
rigid, inelastic notes, such as we now have, and they would be 
no more responsive to the demands of business. There would 
be some power of expansion until they were all issued; then 
they would stay out with no more tendency to contract when 
not needed than we have at present. They would tend to in- 
flation, but having no tendency to contract there would be no 
expansion possible to offer relief in any emergency calling for 
current cash or the payment of deposits. What is needed in 
such a case is note circulation which can change quickly and au- 
tomatically in response to the demand, and contractibility is 
quite as necessary as expansibility. 

The issue of the so-called emergency credit notes, with a 
high tax to retire them when not needed, would be somewhat 
better than more bond-secured notes, but the high tax would 
prevent their use except when the situation had become acute 
and the emergency very grave. Their issue would at once be 
a confession of weakness and a danger signal that no bank 
would dare make until in desperate condition. They undoubt- 
edly would be useful in emergencies, and would be a great aid 
in restoring confidence and quieting a panic after it might be 
well under way, but they would not be an efficient means of 
preventing panics, except so far as there might be some moral 
effect from the knowledge that they would be available in case 
conditions became bad enough to justify their use. 

The present bank-note circulation can be best improved and 
made elastic by permitting the banks to issue a fixed percentage 
of their note-secured circulation or capital in notes .uncovered 
by bond deposits. If, against these notes, banks are required to 
parry the same reserve as against deposits, it will preserve the 
similarity which is necessary between note credits and deposit 
credits. These notes can be made perfectly safe by a guaranty fund 
of not over 5 per cent., which would bfe many times the amount 
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of money required to redeem the notes of failed banks, based 
on the experiences of forty-four years. There should be a 
graduated rate of taxation on these notes, beginning with not 
over 2 1-2 per cent, and reaching finally to 6 or 7. The addi- 
tion of such notes to our system would do much to improve 
it, but it is not believed that it would be as efficient or as sat- 
isfactory in any way as to have all the credit notes issued by 
a central bank of issue. 

The use of clearing house certificates by the banks has been 
found a very efficient means for their defense, and has, on 
many occasions probably prevented a great number of bank 
failures during panics, and there is some merit in the suggestion 
that the clearing house should be recognized by law and author- 
ized, under certain conditions, to issue clearing house certif- 
icates for use as emergency circulation. The adoption of this 
idea might make a great improvement in our banking system, 
but this is only a half-way measure. The full development of 
the national clearing house idea in the adoption of this principle 
should carry us farther and to the inevitable and logical con- 
clusion and lesson to be drawn from it, which is that we should 
have a national central bank of issue and reserve. 

Instead of stopping at the issue of clearing house certif- 
icates, which are really credit notes on a large scale, it would I 
be far better to have these notes issued by a central bank under 
government authority and under proper laws and regulations. 
This could be done far more systematically and efficiently; it 
would have none of the disadvantages of the other system, and 
would have all its advantages, and more besides. 

It is useless to try to evade this question or dodge the issue. 
The need is far more for something that will prevent emergen- 
cies and panics than for devices to be used in stepping one 
after it has occurred. The only way to make our system what 
it should be is through the agency of a national governmental 
bank. The experience of all other countries has demonstrated 
this. Every important commercial country in Europe has adopt- 
ed this general plan. If we had had such a bank in operation 
in 1907, no such bank panic as we have had would have been 
possible. Unless we do something of this kind we shall always 
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be in danger of a recurrence of the same thing, and we shall 
have panic after panic until we learn the plain lesson from 
experience and adopt the only efficient, scientific, and proper 
means to protect our people in business from such disasters. 
This is a matter that is of even greater interest and importance 
to business men, and the people generally, than it is to the 
banks themselves. 

When a panic occurs the banks are able, as they have been 
in the last' few weeks, to stand together, and through their 
clearing house associations and other means, co-operate for 
their own protection. They issue clearing house certificates and 
other temporary currency, and by partial or more or less com- 
plete suspension of payments tide things over and avoid failure. 
They call for and very properly receive all the aid that can be 
given them by the Treasury Department, and the national 
government, and the net result is that while a few banks that 
are badly expanded or improperly managed fail, the great ma- 
jority of them are able to take care of themselves. 

While such a condition prevails among the banks, the other 
business of the country is almost in a state of chaos. All the 
machinery of domestic exchange suddenly stops. Collections are 
almost impossible to make, and it is almost equally difficult to 
make remittances. When a business man has obligations com- 
ing due, not only his bank account is unavailable, but the peo- 
ple who are indebted to him, and who may want to pay, are 
entirely unable to send him remittances, in any shape, which 
he can make available. Manufacturers are forced to suspend; 
workmen are thrown out of employment; business men are 
forced to fail, through no fault of their own, but simply for 
the reason that suddenly, and without warning to them, all the 
banking machinery and facilities of the country break down and 
cease to perform their proper functions. There is no citizen of 
the United States who is free from the dangers, losses, and 
embarrassments produced by such a situation, and probably the 
worst feature about it all is that after such a panic there is 
always a long period of depression, bringing suffering and pri- 
vation to those who are the least to blame. 

There can be no higher duty of government than the pass- 
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ing of the necessary laws and the adoption of a system to 
prevent occurrences which produce such widespread financial 
injury and disaster. The thing absolutely essential for banking 
is a system of thoroughly safe bank notes, which will be re- 
sponsive to the demands of business and as readily contract as 
expand; and, in addition to this, a system of bank reserves, 
which will be real reserves when needed and always immediately 
available. 

There have been many plans suggested by which some elas- 
ticity may be introduced into our national bank-note currency. 
AH of them have more or less merit, and all of them have 
some serious objection. The best way, and in fact the only 
thoroughly efficient and good way, to issue these notes is through 
a central government bank. That is the way it is done in 
France, where they have had, for more than a century, a central 
bank which is the admiration of the world. It is the method 
adopted after several experiments in Germany, and it has worked 
with great satisfaction and benefit to all the German people. 
Business is very much the same all over the world, and our 
problem is so similar to theirs that we should take profit from 
their experience and learn from them how to perfect our sys- 
tem. 

The installation of a proper central bank would not only be 
a great benefit to all the business of the country and a great 
protection to our people, but it would solve the problem of the 
relations of our Treasury Department to the business of the 
country. It would give us not only a reliable and efficient 
system in handling our government finances, but add stability 
and safety to our banking system. It would shield and protect 
the citizen in all the relations which are so vital to him for 
the conduct of his business or the support of his family. From 
the very necessity of the case our Treasury Department must 
have vast transactions in the collection and disbursements of 
its revenues, which vitally affect the business of the country 
every day of the year. In its relations with the banks and 
financial institutions, not only through the funded debt and 
deposits made with them, but in the collection of revenues and 
disbursements,, the operations of the treasury are so vast and 



8o CENTRAL BANK OF 

their ramifications so infinite that it is of vital importance that 
they be conducted by the most systematic and efficient means 
which can be devised. 

For several years past the revenues of the government have 
been largely in excess of expenditures, and there has been a 
constant problem presented to each successive secretary of the 
treasury as to the best means of replacing in circulation the 
money which the government is forced to collect. The method 
of replacing it by deposit with the banks is probably the only 
I one available and, although it has been handled with unusual 
I skill and ability, is most unsatisfactory, unsystematic, and in- 
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efficient. It always is a matter which provokes criticism and 
complaint. It could be handled with far better results jf the 
government had wider its control a central bank to which all 
revenues could be paid and through which all disbursements 
could be made. It would be better for the govertiment and 
would result in far better service to the people. 

Many plans have been suggested for the organization and 
control of a central government bank. An essential feature of 
it should be that it must be under government control, so that 
it could never be monopolized or used by any man or set of 
men. It should be kept out of politics. The men chosen for its 
managers and directors should be men of the highest character 
and ability, whose duties and iiiterest would be for the undi- 
vided advantage and interest of the bank. It would not be 
difficult to accomplish this end by having the control di- 
vided between certain directors elected by the shareholders and 
a certain number chosen by the government. 

The bank should not be allowed to do a general or com- 
mercial business, but should be confined to the transactions of 
the government business, the issue of credit notes, receiving 
reserve deposits from other banks, the discount of their paper 
on approved security, or rediscounting notes of their custom- 
ers for other banks. It should also have the right to deal in 
United States government bonds, and probably the bonds of 
states and municipalities, but not in stocks. It should have such 
authority for dealing in foreign exchange as will enable it to 
accumulate gold credits abroad and import gold and bullion when 
needed for its reserves. 
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The main office of the central bank should be in the city of 
Washington, and such branches established in the reserve cities 
and sub-treasury cities as are found necessary. 

Its note issues should be credit notes, the same as in Ger- 
many and France, and they should have the same protection in 
the way of a very large gold reserve, the balance to be covered 
by bonds of the government or other approved issues or by 
the notes discounted by it for other banks. 

The central bank, if given the exclusive right to issue credit 
bank notes, as it should have, could regulate the issue of notes 
in accordance with the demand, which could be determined au- 
tomatically and with precision, through its relations with the 
other banks of the country. 

This should not make any change in the present bond-se- 
cured notes of the national banks, and would therefore not 
disturb the present volume of the currency or make any change 
in the demand for United States government bonds as a basis 
for circulation. 

Undoubtedly the most practicable plan which has been sug- 
gested would be to have the stock of the central bank sub- 
scribed by the other banks in a fixed proportion to their capital. 
In addition to this, there might also be some shares sold by 
public subscription, with a limit as to the amount or number 
of shares which could be held by any individual. If it should 
be deemed advisable, there could be no objection to the gov- 
ernment owning a certain proportion of the shares, which might 
be i5aid in cash or in government bonds, but as there would 
be no trouble in getting all the capital needed this would seem 
to be unnecessary. The better plan would be to have the stock 
subscribed by the banks of the country in a fixed percentage 
of their capital ; have the stock non-transferable, and require 
its surrender at par value when any bank failed or went out of 
business. The national banks should be compelled to sub- 
scribe for this stock in proportion to their capital on entering 
the system. The capital would thus expand as the number of 
banks increased, and there would be more business for it to 
do. The director's of the bank should be chosen, two- thirds 
by tile shareholders and one-third by the United States gov- 
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ernment. Some of the government directors, if necessary, could 
be given the right to veto certain transactions, and the interests 
of the government, and of the people generally, could be pro- 
tected in this way. The profits of the bank should be limited, 
and the bank be conducted for the general welfare, not with 
a view of making profits. After providing for the accumula- 
tion of a moderate surplus there should be a return to the 
shareholders of, say, 3 or 4 per cent., and the remainder of profits 
should be divided as in Germany — a small proportion to the 
shareholders and the balance to the United States government. 

A national central bank organized in this way, with its profits 
limited and its ownership widely distributed, mainly among the 
banks who were to be its customers, which would not be per- 
mitted to do a commercial business, but b^ limited to transac- 
tion of business with the government and with other banks, 
would not be open to the objection urged against the former 
United States banks, that they were really private institutions 
engaged in a general banking business. 

Such a bank would be little more than a department of the 
government. It would greatly improve the efficiency and value 
of the Treasury Department, and make it a means of assist- 
ance and benefit to business, instead of a menace and a dan- 
ger, and would make our currency and banking system a source 
of impregnable strength in times of financial stress. By the 
wise use of its great powers and facilities it would be able to 
absolutely prevent the recurrence in the United States of a wide- 
spread bank panic. It would add to the stability of our busi- 
ness in every line and give us a banking and a financial system 
equal to any in the world. 

The central bank of issue and reserve is urged mainly in 
the interest of people engaged in general business outside of 
the banks as a protection to them. The banks would have no 
interest in it except as it aided the general welfare. In fact 
it would rather tend to reduce the profits of the banks, and 
would interfere with the business of some banks holding large 
reserve deposits. The advantage to the banks would be in the 
protection afforded them in the reliability and mobility of their 
reserves and the steadiness and safety it would insure to busi- 
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ness transactions of all kinds. If a satisfactory plan for the 
mutual guarantee of deposits by the banks can be worked out, 
it could be done through the means of the central bank better 
than through the Treasury Department. Some of the objections 
to the guarantee of deposits by the general government would 
not hc^d in the case of its being done by a central bank which 
might be given power to do that in its charter. 

If the experience of the country in the bank panics from 
1857 to i8q3 needed any further confirmation, the panic of 1907 
has demonstrated beyond the possibility of denial that perfectly 
solvent banks — if independent, isolated units with no power of 
co-operation except through such voluntary association as their 
clearing houses — can not protect themselves in a panic and save 
themselves from failure without such a suspension of payments 
as to produce disorder and demoralization in all the business of 
their customers. 

Well managed, sound, and solvent banks have been dis- 
honored by having to refuse payment, and all our commercial, 
industrial, and financial affairs have been thrown into confu- 
sion because the government fails to provide the necessary finan- 
cial machinery to protect them in times of excitement and peril. 
No single bank or group of banks can do this for themselves. 
They must depend on the government of the United States. 
For this reason this question is submitted for your considera- 
tion. 

The solution of such a vast problem as this presents is not 
to be hoped for in any short time. Opinions are still too diverse 
to bring sdbout quickly any such agreement as is necessary to 
accomplish a definite and final result. 

In the meantime, we have a real emergency to face. Confi- 
dence is only in a measure restored and, while there is real 
progress being made, it is from necessity very slow. The banks 
are resuming as fast as they dare, and this is increasing daily, 
but it could be done more quickly and with much greater bene- 
fit to business if some aid could be given by legislation. 

If a bill should be passed by Congress providing for some 
emergency issue of currency, through the clearing house asso- 
ciations or other machinery now organized and existing, so that 
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the action might promise to be very prompt and effective, it 
would doubtless be very helpful. 

If the action taken should meet with such approval and in- 
dqrsement as to convince bankers and business men that it 
would meet the emergency, it might operate as the suspension 
of the bank act has done in England on several occasions and 
give the relief needed before the provisions of the act ever 
were really in operation. 



North American Review. 185: 34-43. May 3, 1907. 
Financial Legislation. George E. Roberts. 

The limitations of our national banking system and the 
objectionable features of the government's fiscal system have 
been conspicuously displayed in recent weeks. With a panicky 
money-market here, conditions abroad have been such that 
no help could be had there, and our banks of issue have been 
powerless to give any relief. As the government's revenues have 
been exceeding its expenditures to the extent of several million 
dollars a month, the treasury was automatically locking up money 
at that rate until Secretary Cortelyou, in the exercise of a wise 
discretion, counteracted its operations by increasing deposits in 
banks. In other words, he intervened to avert the mischief 
which the regular treasury operations, uncorrected, would have 
caused. The provisions of law under which the secretary is 
obliged to act to do this are so vague and imperfect as to 
impose most undesirable responsibilities upon him and barely 
permit of successful administration. 

The financial legislation passed by Congress at the late ses- 
sion is not likely to change materially the relations of the treas- 
ury to the money-market or the practice of the national banks 
in the issue and retirement of their notes. The provision al- 
lowing the secretary of the treasury to deposit customs re- 
ceipts in national banks wipes out a bookkeeping distinction 
between customs revenues and receipts from other sources. The 
distinction originated during the suspension of specie payments, 
when gold only was receivable for customs and was required to 
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be held in the treasury to meet payments upon the public debt. 
No reason for segregating these funds now exists. So long, 
however, as the sub-treasury system is maintained it is to be 
presumed that the treasury will keep only its surplus in banks, 
and the surplus never equals the internal revenue receipts, which 
have always been available for deposit. To place all the treas- 
ury collections in banks and make the current disbursements 
from the banks is perhaps allowable under the law, but the 
money-market would gain but little in available funds over the 
amount of the surplus, and the troublesome detail of security 
would be considerably more vexatious. 

The provision which enlarges from $3,000,000 to $9,000,000 
the amount of notes which a national bank may retire in one 
month is designed to promote elasticity in bank circulation. Un- 
der a system of note issues such as the countries o* Europe gen- 
erally have, a tight money-market will draw out new issues 
and a relaxation of demand will retire them, but our system is 
too clumsy and unresponsive for such automatic action. With 
us a bank desiring to increase its issue must deposit govern- 
ment bonds at the treasury and order notes printed, which will 
take four to six months of time. Heretofore, when it desired 
to retire circulation it had to file notice of its intention and 
await its turn until at the rate of $3,000,000 a month its appli- 
cation was reached. The amendment now made seeks to en- 
courage the taking out of temporary circulation by facilitating 
its retirement. A bond-secured circulation is, however, hope- 
lessly unresponsive to business needs, because it is influenced 
more by the price of bonds than by current interest rates. An 
issue of notes upon security of this kind does not ordinarily 
increase a bank's supply of cash. The bonds being worth a 
premium, it will lose more cash in providing the security than 
it gets as the result of the transaction. The only way a bank can 
increase its cash resources under the note-issuing privilege is 
by borrowing the bonds. Our law has only one end in view, 
and that is security. To accomplish this a national bank is 
required to make an investment entirely outside the field of 
commercial banking, and its note issues are so related to the 
market price of bonds that the true function of such issues. 
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which is to effect an economy in the handling of the country's 
exchanges, is entirely lost sight of. 

The provision of the Aldrich act which authorizes the re- 
issue of United States notes in ones, twos, and fives, and of 
gold certificates in tens, is an extension of the policy, inaugurat- 
ed by the act of March 14th, 1900, of reducing the government 
credit notes to small bills. Under the act of 1900 the amount 
of silver certificates in ones, twos and fives has increased from 
$181,386,093 on February 28th, 1900, to $446,746,069 on February 
28th, 1907, and at the last date the total of outstanding silver 
certificates in denominations above ten dollars was only $24^- 
226,931. These certificates have been thus scattered and engaged 
in the retail trade and can never again be a menace to the 
treasury. The Aldrich act will dispose of the legal-tender notes 
in the same way. Eventually all the government's credit notes 
may be reduced to the one-dollar size, and by restricting the 
legal-tender power of that denomination to pa3mients of, say, 
$100, the secretary of the treasury may be authorized to issue 
and redeem them to satisfy all demands, as in the case of the 
subsidiary coins. Then the $150,000,000 reserve fund in gold 
and the entire reserve of silver coin can be dispensed with 
and become general assets of the treasury. The aggregate value 
of these two funds, counting the silver at its bullion value, 
would be $400,000,000 to $500,000,000. Thus we may easily 
grow out of two great problems which have complicated our 
politics, to wit: how to dispose of the greenbacks, and what to 
do with the over-valued silver dollar. 

The main problems connected with our monetary and fiscal 
systems are not disposed of by the Aldrich act. We still have 
no resource in a financial emergency except the importation of 
gold. We still have the cumbersome sub-treasury system (ex- 
cept as modified by the secretary's authority to make deposits 
in banks) likened by Daniel Webster to the fiscal system of 
Darius, King of Persia. We still take our chances that the sec^ 
retary of the treasury, whoever in the future he may be, will 
voluntarily correct the mischievous effects of the independent 
treasury by judicious use of the banks. We still compel the 
secretary to bear the responsibility of selecting the banks in 
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which deposits shall be made, and of determining how much 
each bank shall have and what the security shall be, although 
these duties inevitably involve him in the most disagreeable kind 
of criticism a public official is called upon to endure. Seven 
years ago there were about 250 depositories; now there are 
1,225, and with 641 1 national banks in the country the task of 
distribution has only begun. It is just getting to be known that 
public deposits are to be had by energetic solicitation, and sena- 
tors and congressmen in all parts of the country are under pres- 
sure to help secure these favors. This pressure comes from 
an influential class of their constituents, and the secretary of 
the treasury is directly subjected to it by a provision of the 
Aldrich act, instructing him to "distribute the deposits herein 
provided for, equitably as far as possible between the different 
states and sections." Under this mandate there is no reason 
why every national bank may not claim a share. Besides the 
profit from the deposits the prestige of being selected as a 
national depository makes the designation desirable, and if one 
bank in a neighborhood is able to advertise this mark of con- 
fidence its competitors all want to be placed on an equality with 
it. The task of arranging such a distribution, and looking after 
the security, if the scarcity of government bonds requires the 
acceptance of other securities, is an intolerable if not impossible 
one. Imagine the situation when it becomes necessary to reduce 
deposits and the secretary must select the banks to be dropped! 

The operations of the treasury are growing in magnitude 
every year, and the difficulties inherent in present methods be- 
come correspondingly greater every year. Receipts and disburse- 
ments are each approaching $1,000,000,000 a year. If this vast 
sum flowed through the treasury in a steady stream, its manage- 
ment would be a comparatively simple matter; but the greater 
its volume the greater are the possible fluctuations and possible 
differences between receipts and disbursements, and the conse- 
quent difficulties in managing the surplus. 

The people of nearly every other important commercial coun- 
try of the world have worked these problems out to their satis- 
faction, and it is a significant fact that they have all come to 
practically the same system. The French have entrusted to the 
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Bank of France, a semiofficial institution, with a capital of 182,- 
500,000 francs, these functions, which they have deemed it imprac- 
ticable for the minister of finance to discharge; and the man- 
agement of French finance has been the admiration of the world. 
The Germans are as hard-headed in business affairs as any 
people in the world, and they have entrusted these functions to 
the Imperial Bxnk of Germany, with a capital of 180,000,000 
marks, of which the Chancellor of the Empire is the official 
head. The Japanese are recognized as thorough in whatever 
they undertake. They copied our system of national banks in 
1872, providing circulating notes based on deposits of govern- 
ment bonds; but they have since established the Bank of Japan, 
modelled after the Imperial Bank of Germany, and made it 
the only bank of issue and the agency through which the gov- 
ernment conducts its fiscal operations. Russia, Austria-Hun- 
gary, Italy, Spain, the Netherlands and all other European 
countries manage their fiscal affairs in a similar manner. The 
services of the Bank of England to the British government are 
well understood, but its system of note issues is generally recog- 
nized as inferior to that of the Imperial Bank of Germany. 
These great semiofficial institutions, by which other govern- 
ments correlate their treasuries to the business world, are per- 
forming their functions satisfactorily. Why may we not profit 
by their experience? 

Whenever a great central banking institution is proposed for 
the United States, the common response is that we tried it once, 
and hence it is useless to make another effort. It is said that 
such an institution is an appropriate agency for a monarchy, 
but out of place in a republic — that it would be controlled by 
Wall Street or drawn into politics, and that it would be antag- 
onistic to our system of independent banks. 

To the first argument, the answer is that the task of hand- 
ling the treasury finances is not necessarily different under a 
republic from what it is under an empire. It is quite ac in- 
jurious to business in a republic to have large sums withdrawn 
from circulation and locked up in a treasury vault as it would 
be in an empire, and even more difficult for the secretary of the 
treasury of the United States to distribute this money in bank 
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deposits than it would be for the minister of finance of Russia 
to do it. Furthermore, the tendency to organization and central- 
ization in industry and finance is not peculiar to monarchies, 
but in the degree in which it gives higher efficiency it is quite 
inevitable in republics, and the question is not whether there 
shall be centralization in banking, but whether it shall be directed 
and controlled by the government. Unification and centraliza- 
tion are going on in financial circles now, and to an extent per- 
haps not fully appreciated. The great banks of New York, with 
their connections, are more powerful relatively now than they 
would be with a central banking institution dominated by the 
government and organized as outlined below. 

It is apparent, however, that a central bank for the United 
States would have to be organized now on a somewhat different 
plan from the old United States bank or any of the foreign 
banks. Our existing banking institutions, state and national, 
should not and need not be antagonized or interfered with. On 
the contrary, they should be used as integral factors in the new 
system. The central institution should be a bank for bankers 
only, and its stock should be placed entirely with the national 
and state banks of the country. Suppose the new institution to 
have a capital of, say, $50,000,000, the shares to be apportioned 
to state and national banks on the basis of their capital. Let this 
institution take over all the funds of the treasury, except the 
$150,000,000 reserve and the coin held against certificates. Give 
it authority to issue notes to the amount of, say, $100,000,000, 
and more under the tax provision of the Imperial Bank of 
Germany. Establish a branch office in every city where there is 
now a sub-treasury and in other important centres — at least one 
in each state. Turn over the functions of the sub-treasuries 
to this institution, and have it handle the receipts and disburse- 
ments as the central banks abroad do for their governments. 
Confine its lending operations to re-discounts of short-time paper 
for its new stockholders. 

Such a bank must be so organized that control cannot pass 
to a few, or to one locality, and the treasury department should 
be able to control its general policy. There should be such a 
division of z^uthority that, while the government might shape 
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the general policy, the details of management, the placing of 
loans, the selection of employees, etc., would be in the hands of 
officials representing the stockholders. Such a division of au- 
thority between the state and the stockholders is not exper- 
imental. It is a feature of the two greatest banking institutions 
of the world, the Bank of France and the Imperial Bank of 
Germany. A brief sketch of the organization and relations to 
the government of these two institutions will be instructive io 
this connection. 

The capital of the Bank of France is paid in by private share- 
holders, who are represented in the management by a board of 
regents, of fifteen members, of whom three must be treasury 
officials, and by three censors. The former correspond to an 
ordinary board of directors. The censors are, as the name would 
indicate, inspectors or auditors. They are independent of the offi- 
cial staff appointed to watch over the execution of the laws 
and regulations and give an account of such supervision to 
the stockholders. The executive officers of the bank are a 
governor and two assistants called under-governors, all of 
whom are appointed by the President of France. No paper can 
be discounted unless approved by the governor and also by a 
discount committee of the regents. The bank is required by law 
to have at least one branch in every department of France. 
The director of each branch is appointed by the president of the 
Republic from among three, whose names are submitted by the 
governor of the bank. Each director is assisted by an adminis- 
tration council composed of six to twelve members, who are 
appointed by the governor from a list of double the number 
presented by the board of regents. There are also three censors 
for each branch, chosen directly by the regents. The executive 
staff of the bank, among whom are a secretary-general, comp- 
troller-general and chief cashier, is appointed by the governor. 
The bank, at the last renewal of its charter, which occurred 
in 1897, in return for its privileges agreed to loan the Republic 
180,000,000 francs for the term of the charter, without inter- 
est, to pay a tax on its productive circulation equal to one- 
eighth of one per cent, of the discount rate, and, whenever the 
discount is above five per cent., to pay three-fourths of the 
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excess into the public treasury. The present legal limit of 
the bank's circulation is 5^00,000,000 francs, but the limit is 
constantly being raised. 

The capital of the Imperial Bank of Germany, like that of 
the Bank of France, is all supplied by private shareholders. The 
authority of the government is exercised by a board of directors, 
appointed by the Emperor, at the head of which is the Chan- 
cellor, or Prime Minister of the Empire. His acting repre- 
sentative is the responsible manager of the bank. None of these 
officers may own stock in the bank. The stockholders are rep- 
resented by a central committee of fifteen members, which as- 
sembles at least once a month. This committee reviews the 
conduct of the bank, makes recommendations and looks after 
the interests of the share-holders generally. The continuous 
and special oversight in the interest of the share-holders is 
exercised by a special coimmittee of three, chosen from the 
central committee, and known as deputies. These deputies are 
authorized to attend all meetings of the Imperial board, with 
advisory votes, and are expected to be present during business 
hours and take cognizance of the routine business, inspect the 
books, audit the accounts, have knowledge of the cash, etc. The 
profits of the bank are divided between the shareholders and 
the Imperial treasury as follows: First, three and one-half per 
cent, to the shareholders; of all additional profits, one-quarter 
to shareholders and three-quarters to the treasury. There is 
no legal limitation upon the note circulation of the bank, ex- 
cept the provision that one-third of its circulations must be 
covered by coin and bullion, and that a tax of five per cent 
must be paid upon all issues above a certain limit, which has 
been raised from time to time. 

These institutions provide the machinery through which the 
Treasury departments of France and Germany perform their 
appropriate functions with relation to the public funds and the 
supervision of the circulating medium. They are properly dual 
in management, because on the one side they have official re- 
sponsibilities, while on the other they enter directly into the 
business life of these countries. Through them, the govern- 
ments come into closer and more practical relations with the 
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business world than they could in any other way. The scheme 
is in no sense an experiment. In both countries it is an un- 
questioned success. The fact that the plan has been almost 
universally copied affords the strongest possible endorsement 
of it. The influence of the shareholders, who furnish the cap- 
ital, is naturally for a practical and efficient administration, 
while the authority of the state is exercised under a sense ot 
responsibility to the whole country and subordinates the idea of 
profit to public service. This combination of private inter- 
est and public authority affords the system of checks and bal- 
ances which should accompany all grants of power. 

A central bank for this country which served only as a con- 
necting link between the treasury and existing state and na- 
tional banks would not hold the commanding position of the two 
institutions described, but the general plan upon which they 
are organized suggests how most of the objections to such an 
institution could be met. Suppose its stock to be held by Na- 
tional and State banks in proportion to their capitalization; 
allow the stockholders to select a board of directors, similar 
to the board of regents of the Bank of France, but let thewi 
be elected by territorial districts, so that every part of the 
country would be represented in proportion to its holdings; 
create an executive board of, say, five, of which the secre- 
tary of the treasury, the comptroller of the currency and the 
treasurer of the United States would be three, the other two 
to be chosen by the directors, the executive board to determine 
the general policy of the bank; let the executive officers be 
named by the secretary of the treasury from a list submitted 
by the board of directors; require the bank to have at least 
one office in every State, and let the stockholders within a 
defined territory tributary to each branch select an advisory 
board for that office, and submit a list of names from which 
the manager should be appointed; let a corps of inspectors or 
auditors be appointed, in part by the secretary of the treasury, 
and in part by the board of directors, to examine all offices at 
frequent intervals. 

Could such an institution become an offensive monopoly or 
fall under the control of any locality? Would the danger of 
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its being drawn into politics be greater than the danger of the 
treasury being drawn into politics under the present system? 
Through its branches the funds belonging to the treasury which 
it was desirable to have returned to circulation could be placed 
by loan in any part of the country, and wherever placed the 
profits would belong to all the stockholders subject to any 
division with the treasury that might be provided for. The loans 
should be re-discounts, restricted to short-time paper arising from 
the movement of staple commodities to market, and being con- 
stantly liquidated. 

Through the funds under its control and the note-issuing 
power given it, the central institution would be able to come 
to the aid of any bank in the system, provided such bank was 
worthy of assistance. No sound banking institution in the 
system need ever fail after the central bank was established. 
The weakness of our banking system today is the isolation of 
the individual units. When a real crisis comes, the situation 
is likely to be aggravated by the efforts of individual banks to 
strengthen themselves, and by the failure of the unprepared. 
An effort is made in the cities to remedy this isolation by 
co-operation through the clearing house associations, and the 
benefits of closer relations in time of stress have been exper- 
ienced repeatedly. The central institution would be a bond 
of union for both state and national systems, and would virtually 
place the resources of the goverment behind them whenever 
the public welfare was concerned. The existing banks would 
not be disturbed, but they would be federated for certain pur- 
poses. If the profits of the central institution were divided with 
the treasury, after the plan of the Imperial Bank of Germany, 
the returns upon the stock would not be large, but the security 
afforded to every bank in the system would make it an object 
for each to take its quota. 

Finally, the note-issuing power vested in the central bank 
would give this country a degree of independence of condi- 
tions abroad which it does not now have. For weeks lately, 
the price of foreign exchange has been such that gold importa- 
tions could have been made with profit; but they have not been 
made, although money was badly needed in New York, because 
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the withdrawal of gold from foreign tnarkets would create a 
disturbance which might react disastrously in New York. Six 
months ago, notice was virtually served on New York bankers 
that the taking of gold from London at that time would be 
regarded as an unfriendly act An untoward event abroad 
which would create a demand for ready money might at any 
time cause the return of such quantities of American securities 
as to occasion gold exports from New York, and there is no 
assurance that such demands will consult our convenience. They 
might fall imperatively upon a situation already strained to the 
limit. During the last two years there has existed the possi- 
bility of a collapse of Russian securities which would force 
liquidation in every market of Europe. This country needs 
the machinery by which its credit could be used in such an 
emergency and its industrial interests shielded from the blow. 
With the notes of such an institution to temporarily take the 
place of gold in the domestic exchanges, these international 
demands could be met and the situation adjusted to them. The 
note circulation, with its elastic possibilities, would be a buffer 
or cushion to ease the shock. The difference between ability 
to satisfy all legitimate needs, at even a high rate of interest, 
and inability to meet such deimands at all, is the difference be- 
tween gradual adjustment and industrial collapse. 
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Central Bank. 

How will the central bank realize profit? By loaning its 
funds on commercial paper originally discounted at some other 
bank and brought to the central bank for rediscoimt. We 
Americans do not begin to appreciate how useful in other lands 
banks have found the power to rediscount their holdings of 
paper at the central bank to be. Some rediscounting of paper 
is done in this coxmtry but the volume of it is almost .infinitesimal 
compared with what is done abroad. The great banks of France 
rediscount their loans at the Bank of France to the extent of mil- 
lions of dollars, that bank issuing its notes to the proper 
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amount to the rediscounting bank. The banks of England use 
the Bank of England in the same way. Because the limit upon 
the amount of notes it may have outstanding is so high that it 
never, is reached, the Bank of France can expand the currency 
of the country to a very considerable degree whenever business 
offered at the other banks of the country requires it and it 
can and does in turn contract the circulating medium of the 
country by retiring its notes as its holdings of rediscounted pa- 
per shrink or as the judgment of the governors of the bank 
directs. On this side of the water many of our people cherish 
the rather strange idea that for one bank to offer its paper 
to another for rediscount is a confession of weakness. During the 
troublesome times which came on the country in the latter 
part of 1907, the relief which interior banks obtained 
through rediscounting their paper was comparatively inconsid- 
erable. On August 22, just before the panic began, the whole 
amount of notes and bills rediscounted by the 6,554 national 
banks of the country with other banks was less than $14,500,000, 
and on December 3, the date for which the comptroller of 
the currency gives the most authentic figures for height-of-panic 
conditions the whole amount of notes and bills rediscounted by 
the then 6,624 national banks was only a little over $20,000,000. 
The difference between these two aggregates is less than six 
million dollars but j^parently it measures very nearly the en- 
tire amount of relief which interior banks received from reserve 
banks and gave their correspondents. Advances on collateral 
loans and otherwise aggregated a great deal more than that, 
but either from an indisposition on the part of interior banks 
to present paper for rediscount or an indisposition on the part 
of reserve banks to advance on that sort of security, this 
avenue of relief which means so much in European countries, 
was about as good as closed to American banks in their time 
of trouble, Had the reserve banks had power to put out their 
notes without bond security at this juncture and to ship them 
to interior banks, they might have done a great deal for the 
country's relief on rediscounts of paper. 
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U. S. Investor, ai. No. 3: 89-92; 113-6. January 15, 1910. 

Central Bank. 

How can the central bank control interest rates? This ques- 
tion comes very near being the most vital one that can be 
raised. If the central bank cannot regulate interest rates and 
cannot prevent on the one hand the recurrence of such extor- 
tionate rates as have been witnessed at times in New York> 
125 per cent, for example, and on the other such absurdly 
low rates as i per cent, or even lower that periods of redund- 
ant money have brought to the call loan market, it will hardly 
begin to serve the ends for which it is proposed to bring it into 
being. Such wide variations in rates as these are not witnessed 
in other civilized countries and ought not to occur here. They 
must of necessity do serious wrong to the people by accelerat- 
ing business at one period of the year to a gait more rapid 
than is best for it, and, at another period ot the year, retarding 
its pace to a haranful degree. To our men of affairs and to 
that far larger body of men, their employes, we owe it to 
spare them alike from absurdly low or extortionately high rates 
for money. Even that much criticised though really numerous 
class, the patrons of the stock market, have a right to ask that 
speculation shall not in alternate periods be fostered so exten- 
sively by too low rates or curbed so abruptly by high rates as 
it is under our present currency arrangements. 

And how will the central bank control interest rates? By 
two devices, by its power of issue, and by its own price for 
money. Right at this point it is important that all should re- 
member that to do anywhere near as much good as its advocates 
expect of it the central bank must be officered and in every way 
managed by men who will not try to make every dollar out 
of the business that is possible. Indeed, they must have a 
sufficient measure of that quality which, for want of a better 
name, we will call public spirit, that they will at times remain 
obdurate even though they see many dollars of profit staring 
them in the face. The Bank of England sets them a proper 
example along this line. Frequently its rate for money is all 
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of one per cent, above the rate prevailing in the outside market 
and at such times its opportunities to lend must of necessity 
diminish. If its governors were as eager to make money on 
every conceivable occasion as are the managers of the usual 
run of banks, they would not persist in holding their rate above 
the general market rate. They would instead make loans at 
the market rate because thereby they would make money for 
their stockholders. By keeping their money out of the mar- 
ket to some extent, however, they assist the market in working 
back to a normal and rational rate. If this were Utopia, this 
country of ours, and the banks of the interior could be per- 
suaded to keep more of their reserves at home and thus out 
of the New York money market, or if New York banks could 
be induced not to try in summer time to lend all the money 
they have on hand above the required reserve, but to keep^ 
instead, in that time of year 35 or 40 per cent, of reserve as a 
treasure chest from which to supply the autumnal demand for 
money for the interior, they would be doing for our central 
money market just what the Bank of England does for the 
central money market of its nation when especially easy money 
conditions are prevailing. In short, the Bank of England does 
what many of our people would regard as Utopian. And that 
is just the point, if our central bank is to be as helpful an 
organization as it should be, its management must frequently 
be willing to be somewhat better than average human beings. 

That same device, public spirited selection of its interest rate^ 
can be used by the central bank to even better advantage in 
tight money times. In easy money spells the central bank 
cannot be sure to be in control of the money market. Those 
banks are in control who are making the lower rates. As 
money tightens, however, those banks come more and more un- 
der the influence of the central bank. Why? Because its rate 
is not dictated solely, as is the rate of other banks, by self- 
interest and consequently it does not rise, even though money 
becomes less and less abundant, to inordinate heights. The New 
York banks today allow the money market to make its own 
rates through the competition between banks as sellers of credit 
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on the one hand and competition between borrowers as buyers 
of credit on the other hand. Because of this, rates sometimes 
go to amazingly high figures. Suppose, however, that some 
day the New York banks should find in their midst a huge in- 
stitution of ample resources ready to lend its funds on good 
commercial paper freely at eight or nine per cent, and willing 
to enter into any arrangements with any borrower at a higher 
figure. Obviously that institution would instantly be in control 
of the New York money market. If its resources were large 
enough to prevent their exhaustion, the other banks would drop 
their rates to about the same figure and, lamblike, would allow 
the central bank to make the market rate for money all of 
the time until money once more became so redundant that 
these other banks were willing to cut rates below the figure 
which the central bank had set for its minimum. 

Of course, its power to issue notes is the central bank's 
stoutest weapon for controlling rates. Without that power it 
can hardly have resources sufficiently large to enable it to main- 
tain the eight or nine or ten per cent, rate in times of tighter 
money. With that power intelligently applied, it can adopt reme- 
dial measures in times of easy money, too, for it will so contract 
the circulating medium of the country during such times that 
abnormally easy money will hardly long continue. Indeed, as 
the enthusiastic advocates of the central bank assert, that insti- 
tution if able to put out its notes as extensively as it should 
in times of brisk demand for money and to retire them as 
rapidly as it should when the demand for money commences 
to slacken, will have it in its power to hold the money rates of 
this country within sensible limits, never allowing them to 
go above nine or ten per cent, nor below some equally sen- 
sible minimum figure. Do not forget though, that a central 
bank brought into existence to-day, even with large capital and 
with unlimited power of note issue and placed in the hands 
of those who would show the greatest sagacity in handling 
its notes, could not, without some other drastic legislation, 
do all that we would like to have it do along this line. With- 
out such legislation it would be especially feeble in easy 
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money spells. Even though it should get in and retire every 
dollar of its notes, it still would be unable to prevent absurdly 
low rates. Further contraction than it could alone accomplish 
would be required. You see, our stock of money is at present 
far larger than it should be. There ought to be some other 
way to alleviate redundancy beside the barbarous one of ship- 
ping gold to other countries to which we now have to resort 

Some writer, George E. Roberts if we recall rightly, has 
fitly likened our currency to the country's supply of freight 
cars. In times of very brisk business, the stock is too small. 
In times of depression, the stock is too large. Yet, it would 
be unreasonable to ask the railroads to have so large a num- 
ber of cars in their possession that they would be sufficient 
for times of very brisk business, because the roads would in 
consequences have so immense a number of idle cars in times 
of depression. What we do ask of them and what they do 
accord is a nuimber of cars equal to about the average number 
required, a number too small for times of brisk business, too 
large for times of depression. A policy sound for freight 
cars is, however, rather crude for currency. Other nations 
have shown and we ought not to be too blind to see it, 
that, even if there cannot be an expansibility and contractability 
of the stock of freight cars, there can be of the stock of 
dollars. A pressing necessity is that instead of merely bring- 
ing a central bank with power of issue into being, to supple- 
ment our existing stock of currency, we should at the same 
time reduce the portion of our currency that is permanent, 
that isn't contractible and expansible, to such volume -as will 
just about take care of our needs in times of depression 
and should then permit the central bank, if we are to have 
one, or the existing national banks, if we are to adopt a 
scheme of general asset bank notes, to provide the currency 
of the country above that figure. If we do not do this, we 
shall have to continue to have about every year those spells 
of foolishly low rates which harmfully accelerate speculation 
until such time as the country has grown up to its present 
stock of money. 
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How can the central bank control the international move- 
ments of gold? It should be suggested that once we have an 
elastic currency, shipments of gold from this country will 
no longer excite such keen apprehension as they do now. Be- 
cause a shipment of gold threatens higher rates for money, 
nowadays by contracting our stock of money and because 
such shipments may sometime threaten the treasury's gold re- 
serve and arouse fear once more as to the safety of our green- 
backs and silver coin and certificates, every export of gold 
sets tongues to wagging. If our people could at all times 
feel sure that in spite of gold shipments there would not 
come those times when money cannot be had at all or only at 
extortionate figures, they would not become alarmed by re- 
ports of shipments of gold as they so readily do now. 
Emissions of notes will fill any aching void the gold ship- 
ments have made in our money stock. Moreover a central 
bank of the United States, modelled on the Bank of Eng- 
land, properly managed and comparatively free from political 
interference, if such can be established here, can do much to 
control international movements of gold. Its influence over 
the interest rates of the country will accomplish a good deal, 
provided it has power to contract the entire volume of cur- 
rency of the country sufficiently in times of easy money, as 
well as to expand it in times of tight money. If we were 
merely to bring the central bank into existence and if we 
did not at the same time reduce our present stock of money, 
its power in the international gold market would be less than 
it should be, because, as we have noted in an earlier para- 
graph, even though it should retire every note it has 
issued, it still could not reduce our present redundant currency to 
the volume it should assume. Gold shipments are practically 
inevitable if redundancy is not otherwise corrected. If^ on the 
other hand, it can contract the country's currency by retire- 
ment of its own notes sufficiently to prevent the occurrence 
at any time of foolishly low rates, it would thereby remove 
one potent cause of gold shipments. The prevalence of an 
attractive rate of money in the American market would make 
foreign demands for gold less attractive. To the extent that 
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shipments of gold from this country to other lands result from 
the traveling of our people in other lands or from obligations of 
our people to creditors abroad, such as interest due foreign 
holders of our securities, the central bank cannot of course, 
prevent shipments. All it can do, but this is a helpful activity, 
is to break the force of shipments by issue or notes if such are 
needed, or to spread the shipments over a period sufficient to 
prevent ill effects, by operating in the exchange market. 

How will the central bank facilitate the retirement of the 
government's "promise to pay" greenbacks? By providing a 
better form of currency to fill their place. The greenback 
is, beyond a doubt, the weak link in our present currency 
system. Although since 1900 its powers for evil have been 
much reduced by the existence of a gold reserve of $150,000,- 
000, specifically pledged to its redemption, the greenback still 
constitutes a powerful means' for inflation of credit and a ready 
weapon for attacks upon the country's stock of gold by most 
materially assisting those who wish to make shipments of gold 
from the country. Fiat money as the greenback is, because its 
value is not intrinsic but is obtained for it by the despotic use 
of the sovereign power of Congress, has no business in the 
reserves of banks. Only such money should be used for a 
bank's reserve and therefore as the basis for five or six 
times as much of deposit liabilities, as has 100 per cent, of 
value of its own. The greenback has less than 50 per cent, 
of real value behind it and hence causes a reserve consist- 
ing of greenbacks to have less than 50 per cent, of intrinsic 
soundness. That is, when a bank with its reserve so con- 
stituted has deposit liabilities six times the amount of its re- 
serve, it really has deposit liabilities amounting to more than 
12 times the intrinsic value of its reserve. Obviously this is 
inflation. Of course, so long as this country is at peace with 
the world and so long as it has no long continued period of 
serious business depression, no concern need be felt by our people 
over this state of affairs. Let war with any great power come, 
however, or a panic like some of those we have had since 
the Civil war and a different story may have to be told. The 
government is likely to find the calls upon its gold reserve 
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through presentation of greenbacks for redemption most trying 
and if such calls come at a time when United States three 
per cent, bonds cannot be readily marketed, the greenback is likely 
to prove anything but a desirable possession for bank or in- 
dividual to hold. 

Nor should it be forgotton that a most propitious time for 
the retirement of greenbacks is soon to be at hand. The 
stock of money in this country is most certainly redundant. 
Very many more million dollars of bank notes are outstanding 
than the country needs and the retirement of $350,000,000, of 
greenbacks, which would mean a net reduction of our currency 
of only $200,000,000 because the present $150,000,000 of gold re- 
serve would be released for general circulation, could be en- 
dured without harm resulting if not done too abruptly. It 
would be far better, though, if into the place of the retired 
greenbacks there should come some form of paper money that 
could expand and contract with the changing demands of busi- 
ness. Such a form of money it is purposed to have the 
central bank's be. Let the central bank gather the greenbacks 
in, as they come over its counter, and present them at the treas- 
ury for redemption. Let the treasury be empowered to cancel 
the notes it receives, making good the incursions into the gold 
reserve, that is caused by its purchase of such notes, from the 
surplus revenues of the country. To be sure surplus revenues 
are not at present available but they certainly will be presently 
if the programme of President Taft for bringing about econom- 
ics in the different departments is rigidly carried out, if Con- 
gress is held down in its appropriations, and if the business 
prosperity which everybody insists is just at hand shall not 
fail us. Unless we do have in this country a central bank or 
some other engine for the emission of an elastic form of 
paper money the retirement of the greenback will not be ad- 
visable except very gradually. You must not forget that even 
with the greenbacks in existence there are times in each year 
when our redundant currency does not shield us from abnor- 
mally high rates for money, so that if the greenbacks were put 
to death those times of high money would be more distressing 
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than now. There is no question, however, but that the green- 
backs can be spared in times of easy money very readily and 
if a bank note is available and comes out quickly as money 
begins to grow tighter, it will fill the place of the present 
greenback more satisfactorily than the greenback does the work 
itself. Indeed so much better will it do the work by respond- 
ing so much more quickly to the changing needs of trade that 
Congress might with entire wisdom tax the people of the 
country somewhat in order to obtain the income for e3q)editing 
the retirement of the greenbacks, provided it supplies some 
other form of medium to fill its place. 

How will a central bank improve the reserve situation? In 
more than one way surely, provided, which we are not yet 
ready to assert, it is sagaciously administered and is given the 
right kind of charter by Congress. It will be a better custo- 
dian of reserves of other banks provided it is allowed to 
hold them than are our present central reserve banks, and, 
for one thing, it will do away to considerable degree with that 
sort of unintelligent policy with regard to reserves which did no 
little harm in 1907. The fault most properly to be found with 
our present central reserve arrangements is one for which the 
bankers of New York and the other central reserve cities are 
not blameworthy. It arises from the inelasticity of our cur- 
rency. When our present central reserve agents are called 
upon to make shipments to the interior they have no other al- 
ternative than to dip into their reserves and take lawful money 
from them. As the reserve is a basis for four times the same 
amount of deposits, the deposit obligations must be reduced 
by four dollars for every dollar that goes to the interior. Loans 
are called and much inconvenience to business results. If 
our central reserve banks could, instead, issue and send their 
own notes to the interior they could avoid all this and, since 
the same reserve may safely be held against four dollars of 
notes as against four dollars of deposits, there would be no 
disturbance of credit. The central bank would, therefore, be a 
better reserve agent, so far as effects upon general business 
are concerned. 



104 CENTRAL BANK OF 

If it had the confidence of the country it would, as we 
have said in the paragraph above, cause the whole mass of re- 
serves of the banks of this country to be handled with more 
intelligence. One very unfortunate feature of the panic of 1907 
was the lack of any general agreement among our bankers as 
to what course should be followed with regard to reserves. The 
reserves of the country were in the hands of some 25,000 
banks. Naturally, therefore, reserves were handled according 
to the personal opinions of 25,000 boards of directors. Some 
of the boards were calm and confident, and to take care of their 
customers did not hesitate to renew loans and to dig down into 
reserves. Others completely lost their heads and thought of 
nothing but of the reduction of obligations against reserve and 
the creation of as near fifty or sixty-five or seventy per cent 
of reserve as possible. A disposition on the part of those who 
were digging into reserves to be angry at those who were 
piling them up and to accuse them of extreme selfishness was 
not unnatural nor uncommon. Had there been at that time a 
central bank that could promptly make shipments of its own 
notes to other parts so that no interior banker would have been 
alarmed, as so many were, by the necessarily niggardly ship- 
ments of currency that reserve cities had to make for a spell, 
there would have been much less of this hoarding. If that 
institution had enjoyed, besides, a huge prestige among our 
people generally, there would have been a rather general ten- 
dency on the part of other banks to follow the same generous 
course with regard to reserves which the central bank was fol- 
lowing. 

What caused more hoarding than any other influence was 
the fact that interior bankers feared that if they did not take 
care of their own reserves they would have no source from 
which to replenish them. If they could have felt that no mat- 
ter what happened the central bank would provide them with 
currency they would have felt much less insecure. Across the 
water where they have seasoned bankers, where any man, just 
because he has some means, is not allowed on that account 
and for no other reason to set himself up in banking as he is 
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permitted to do here, the policy of bankers is not to stop dis- 
counting when a panic comes, but to keep on discounting 
even more largely, finding currency for the purpose 
through the rediscount of their assets at the central bank. By 
such a policy they do more to ward off panics and to dispel 
that insane fear that banking facilities will be withdrawn alto- 
gether which has done so much to breed panics among us. 

Currency Problem — ^A Central National Bank. 

John M. Atherton. 

Why not leave this national banking system practically undis- 
turbed and establish a great central bank under some such pro- 
visions as these, to wit: 

First — The capital to be provided by Congress, and not a 
single cent of that capital to be held by any bank or individual. 
Second — The central or treasury bank to be confined in its 
operations to the government of the United States and the 
incorporated banks — ^national and state. 

Third — Pay no interest on deposits, and maintain a reserve of 
40 per cent, against other than government deposits. 

Fourth — No branches — only one bank located at Washington 
as the fiscal agent of the government and as a treasury bank, 
doing the banking business of the government in accordance 
with bank methods. 

Fifth — Congress to direct the public moneys to be deposited 
in this treasury bank. Also Congress to appropriate twenty mil- 
lions a year for the next five years, by which time the capital 
will aggregate in cash $100,000,000. Congress to authorize the 
secretary of the treasury to prepare and deliver to the treasury 
bank United States 100 year 3 per cent, bonds to the amount 
of $400,000,000. 

Sixth — ^This treasury bank may deal in foreign exchange 
and hold funds in foreign banks; may buy and sell United 
States bonds; may lend money to the United States and to the 
national and state banks and discount paper for the national 
and state banks, and may, subject to the provisions and Hmi- 
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tations of this act, conduct the affairs of the bank to aid the 
general business interests of the United States by accumulating 
money when the demand is easy and hold the same to meet the 
demand when active. 

Seventh — ^The bank may fix the rate of interest or discount 
at which it will lend money or discount paper and change the 
same at its pleasure; and all transactions between the bank and 
any other banks, national or state, shall be exempted from 
the usury laws of any state. 

Eighth — ^After defraying the expense of the bank the profits 
arising from its operations, or so much thereof as may be 
necessary shall be applied to the payment of the interest upon 
the United States bonds, issued in pursuance of this act, out- 
standing. 

The residue of profits shall be held in gold coin or bullion, 
to be used to redeem any notes issued by the bank, and shall 
be so held except as paid out for the redemption of its notes 
until the amount of said fund shall reach $100,000,000. After 
this fund has been thus accumulated the profits shall be applied 
to the maintenance of this fund, and any profits not required 
for the above purposes shall be applied to the payment of the 
principal of any United States bonds issued and sold under 
the provisions of this act 

Ninth — The bank shall be controlled by a board of directors 
consisting of nine members, to be appointed by the president 
of the United States and confirmed by the Senate, and for a 
term of years, as follows: Three shall be appointed for two 
years, three for four years, and three for six years, and as the 
terms expire the vacancies shall be filled by appointments for a 
full term of six years. The directors shall have the qualifica- 
tions of the members of the United States Senate, except as to 
residence. The board shall elect one of its number president | 
and shall elect two or more vice-presidents, who may or may 
not be members of the board of directors, and one or more cash- 
iers, and make such other appointments as they may deem nec- 
essary to conduct the business of the bank. 

Tenth — ^All applications to the treasury bank shall be in writ- 
ing, by mail or telegraph, and shall be filed and preserved in 
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proper form for a period of not less than two years, and 
the applications from the banks of each state shall be kept 
separate, and the replies of the bank to each applicant shall be 
in writing and shall be filed and preserved in the same way. 

: The bank shall make public each day of the year, Sundays 
and legal holidays excepted, a condensed statement showing 
its condition, and the secretary of the treasury shall have the 
affairs of and the accounts of the bank examined when, in his 
judgment, it is desirable, and at least once in each six months. 

Eleventh — ^All laws now in force for the management of 
the national banks shall apply to the directors and officers 
and employes of the treasury bank, and the directors and officers 
and employes shall be subject to the same penalties for viola- 
tion of said laws. 

Twelfth — The central or treasury bank may, under rules 
and regulatigns approved by the secretary of the treasury, have 
the use of the United States subtreasuries for the deposit there- 
in of the funds of the bank, subject to the control of the 
bank, as if in its own vaults. 

Thirteenth — The directors shall make a fair and just distri- 
bution of loans and discounts between the various states, and 
shall not unduly discriminate in favor of any applicant or state 
to the prejudice of any other applicant or state. 

This is intended to set out broad lines on which a strong 
central bank may be established for the regulation of the cur- 
rency with a view to giving steadiness to its circulation and 
use, and thus ward off, as far as possible, serious financial dis- 
turbances, and when such disturbances do occur, to aid in re- 
lieving them. 

The rate of interest is the brake to be used to slow down 
the use of money, and to be effective, should be under control 
of an institution organized to promote the general good and 
not to make money for its stockholders as its chief and only 
purpose. Therefore, the power to raise and lower the raite 
should be left to the discretion of the directors of the bank 
and not fixed by statute. 

The directors would act under the solemn responsibility 
of office as public servants of the people. They would be select- 
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ed by the president for their fitness and would be confirmed by 
the Senate. This should be sufficient safeguard against incom- 
petency. 

Such an institution as the one referred to would not com- 
pete with the national and state banks for business. When the 
latter banks could st^ly the demand for money the funds of 
the central or treasury bank would lie idle. As the supply in 
the local banks ran down, they would begin to apply to the 
treasury bank for loans. The nature of these applications; the 
sections and cities from which they came; the amounts asked 
for ; the rate of interest the applicants would pay ; the kind of 
security or quality of business paper offered, the frequency and 
urgency of the applications — ^all this information centering in one 
bank — ^would enable the officers to regulate the loans and the 
rates with an accuracy and soundness of judgment which could 
not be reasonably expected in the ordinary banks. So long as 
the treasury bank had no applications for loans the supply of 
money would be known to be ample at the time. No effort 
would be made by the treasury bank to force its funds into use. 
It would not be driven into cutting rates or into doubtful in- 
vestments to increase its earnings. It would hold its funds for 
future use. The percentage of the money in the country which 
such a bank should have to be able to exercise th^ necessary 
restraint upon the use of money and the necessary relief when 
emergencies arise is more or less a matter of judgment, if not 
experiment, in the beginning. Time and- experience would de- 
termine the amoiint the bank should control, and until the 
amount is thus determined, or at least until the power of the 
bank has been exerted, it is the part of prudence and wisdom 
to err on the safe side and to limit the issue of currency to a 
sum that would not threaten inflation. In this, as in all human 
affairs, an ounce of prevention is worth a pound of cure. Seek 
to steady the use of money and to maintain a healthy growth 
of business should be the dominant thought in any effort at 
currency reform. 
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Wall Street Journal, pp. 6-7. December 3, 1909. 

Senator Aldrich Tells how Europe Avoids Money Panics. 

The suggestions which I shall make tonight with reference 
to methods employed to relieve conditions of panic do not 
involve any examination of the functions of any of these differ- 
ent institutions, except the central banks and the joint stock 
banks of deposit and discount. 

I will first ask your attention to the fact that while the 
central institutions, or central banks of these different countries 
are not alike, yet they are not unlike. They have many char- 
acteristics in common. The principal functions of these banks 
are not defined by legislative acts. They are the outgrowth 
of centuries of experience. They have been developed through, 
the process of evolution to meet existing requirements. It may 
be safely said that their most important features are such as it 
has been found necessary to adopt within a generation, to an- 
swer great functions of the great Bank of England today 
concerning matters not referred to in the great discussions which 
preceded the adoption of the Peel act in 18144. In Germany 
and in France, and in the other countries to which I shall allude 
later the organization of credit is the outgrowth of modern con- 
ditions ; in fact, very recent conditions. The position occupied 
by the great central banks, their duties and obligations, which 
they are not always willing to acknowledge in a public way, 
with reference to sustaining public credit, and their responsi- 
bility to the public and to other banks, in always having avail- 
able an adequate gold reserve, are of recent origin. 

To me, by far the most interesting phase of our foreign 
examinations was the personal inquiry made of the actual man- 
agers of these great banks, for the purpose of ascertaining the 
processes and the details of the practical workings of their in- 
stitutions. And I must say, in passing, that the representatives 
of the commission received the greatest possible courtesy from 
the management of all these great banks; and that was espe- 
cially the case with the Bank of England — Mr. Campbell, now 
retired, and his associates; from M. Paillard, the governor of 
the Bank of France, who is justly considered one of the great 
financial authorities of the world. The Bank of France has 
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been extremely fortunate in the past in the character of its man- 
agers; but it has never in its history had at its head a man of 
more intelligence or greater wisdom than the present in- 
cumbent of the- office. Monsieur Paillard was most courteous 
to us, helping us in every possible way, not only in his own 
country, but through his influence with the representatives of 
other countries. 

The fiscal managers of the Reichbank in Berlin furnished 
us with the fullest information as to the practical working of 
their bank, and of the German system. 

The earnings of these banks are not excessive, and as the 
charters of these institutions have been revised from time to 
time, conditions have been imposed for the purpose of bringing 
about a restriction of profits, and a more satisfactory division 
with the state. In Germany about three and a half per cent, is 
paid to the stockholders. The government receives three-quar- 
ters of the net earnings beyond that; so that the net income is 
divided between the state and the proprietors of the bank. 
Neither the Bank of England nor the Bank of France is re- 
quired to directly divide its profits with the state, but, as we 
shall see, an indirect division takes place. 

The amount of pajrment to the government by the bank for 
franchises, for taxes, direct or otherwise, varies greatly. The 
Bank of England pays for this purpose annually about $1,200,000. 
In addition to the usual taxes in France, the general and special 
taxation for various purposes is levied by indirect methods, but 
the figures furnished to us show that it amounts practically to 
one-third of the net earnings of the bank; and this has been 
true for a series of years. In Germany about two-thirds of the 
actual profits go to the government on the division which I have 
referred to. In 1907 the German government received as its 
portion of those profits $8,600,000. 

Banks, particularly those great banks I have alluded to, have 
never been influenced in their action by any political party, 
or by any government. Take the case of the Bank of France, 
for instance. The Bank of France was organized under the 
direction of the first Napoleon, and a provision was put into its 
charter that the governor of that bank should be appointed by 
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the chief of state; not by the emperor, not by king, nor by 
president; but the chief of state. 

When I was in Paris last year I met a grandson of one of 
Napoleon's great marshals, who was then investigating the 
early history of the Bank of France; and he had in his pos- 
session a dispatch sent by Napoleon from the battle field of 
Austerlitz, just after the battle, in which he called the atten- 
tion of the representative of the Bank of France to the fact 
that the success and permanence of that institution was of more 
consequence, in his opinion, to the people of France than the 
victories he was winning. 

Now the Bank of France has always been, from that day 
to this, the Bank of France; indeed, the bank of the people 
of France; upholding her credit, upholding her honor. No min- 
ister and no party could afford to go counter, for a moment, to 
this great bank; it would result in the dismissal of any minis- 
ter, or the overthrow of any party who undertook, for a 
moment, to influence the action of this great institution. The 
Bank of France has gone on under emperor, under king, under 
revolutionary governments, and under the republic; always the 
bank of the state, and the bank of the people of France. 
Why, in the time of the Commune, notes of the Bank of 
France were current, and the premium on gold in Paris was 
less than the premium on gold in New York in IQ07; showing 
something of the character of this great institution, which has a 
place in the heart of every Frenchman which is absolutely 
unique. None of these great banks have been or could be 
controlled by any political influence. 

Chicago Evening Post. October 2, 1909. 

Big Central Reserve Bank Urged as a Cure. Andrew J. Frame. 

After a careful survey of the world's banking systems and 
progress, I am firmly convinced our independent banking sys- 
tem has been one of the prime factors in producing this grand 
result. The national banking system has proven beyond cavil 
the safest and best system the world has ever known. State, 
savings banks and trust companies are necessary adjuncts to 
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our development. In states where good banking laws are in 
force, losses to depositors have been almost nil. Witness Wis- 
consin under good laws for the last five years with no losses. 
New England with good laws for years and infinitesimal losses^ 
New York with over $100,000,000 of deposits in suspended 
banks in 1907, but not a dollar lost to depositors. We are 
making notable progress, as many states with lax laws and 
some none at all have of late years been swinging into line. 
It is to the discredit of the lawmakers of the great state of 
Illinois, with a few others, that all the states are not in line. 
When it is accomplished then the political cry that the conserv- 
ative banker shall stand sponsor for the promoter's debts under 
the guise of bank deposit insurance, as well as the uncalled- 
for cry for a postal savings bank, thus putting the United 
States government into competition with upwards of 20,000 in- 
dependent banks which are doing so much to upbuild the nation^ 
will cease. 

The foregoing facts indicate that the great central banks^ 
as well as the country banks generally, are now fulfilling the 
necessary functions of taking deposits, granting loans, etc. 

The issuance of currency is not a necessary general banking^ 
function. Witness that over two-thirds of the banks in the 
United States do not enjoy the privilege, therefore the other 
third can survive on the same diet. All students know that 
practically the whole outside banking world has discarded the 
issuance of currency by small, independent banks, that right 
resting solely with one great central bank of issue for each 
nation. These banks of issue might be termed the balance 
wheels of the systems, and they have proved their value in 
normal times as well as in panic periods. 

What, therefore, is lacking in the United States? We must 
concede the lack of elasticity in our currency issues. In many 
sections where capital is abundant and crops are diversified, 
banks rarely know when they move, but we must concede that 
at times in some sections where surplus capital is not abundant 
and crops are confined solely to one staple, that inconvenience 
is borne in their movement, both locally and in the great centers 
whence comes help at periods of greatest activity. We must 
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concede that when panic threatens and pyramid banks burst 
we have no reservoir from which to quench the threatened con- 
flagration, thus preventing cash suspensions. When this calam^ 
ity occurs labor is thrown out of employment: the wheels of 
commerce are stilled and general paralysis results. 

It is cash that kills panics when confidence is shaken, as. 
was proved conclusively when the Bank of England illegally on 
several occasions opened the flood gates of her issue depart- 
ment to enable the banking department to *loan freely to solvent 
parties* that the wheels of commerce be not stilled. History 
says widespread relief was almost instantaneous. While we 
were floundering in the slough of despond in 1907 tinder cask 
suspensions, although Germany was in as greatly an expanded 
condition as to credits as we were, yet the great imperial bank 
of issue loaned its 5 per cent, taxed, extraordinary issues gen- 
erously to solvent parties at high rates of interest, and in sa 
doing brought relief to Germany without experiencing the col- 
lapse felt in the United States. 

Clearing house certificates have on several occasions amel- 
iorated our condition, but they come after confidence has col- 
lapsed. The Aldrich-Vreeland bill, I have no doubt, would 
prevent cash suspensions, notwithstanding much shallow ad- 
verse criticism. As the bill was passed as a temporary measure 
that a more comprehensive one might follow; as the country 
generally is seeking light that permanent good may come, why^ 
not adopt the world's proved best method (barring the branch 
banking feature as entirely unnecessary and which will not be 
tolerated in the United States), to wit: 

This would imply a national reserve bank with: 

1. Capital, say $100,000,000. 

2. Ownership. To popularize the measure, take voluntary 
subscriptions of national and state banks of the country in 
sums of not less than 5 nor more than 10 per cent, of the cap- 
ital of each. Any stock not taken, voluntarily by banks, should 
then be offered to the public, but in no case should any bank or 
individual acquire or hold in excess of $250,000 (or less if 
thought best) of such stock in order to prevent monopolistic 
control. I see no reason for the government to contribute, be- 
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cause without it political interference would be practically elim- 
inated 

3. Management. To what extent should the government 
control ? 

An honorary board of twenty-five directors without pay ex- 
cept for expenses and $10 to $25 per day for attending quarterly 
or semi-annual meetings. Six to go out each year, thus making 
service four years each. The secretary of the treasury to be 
the twenty-fifth member. Directors to elect the president, vice- 
presidents and active heads for terms of not less than ten years 
each, preferably for life. Other officials, etc., appointed in the 
usual manner. No officer or director to be eligible in a na- 
tional or state bank in the United States. The twenty-four 
directors to be elected as follows: At each annual State 
Bankers' Association convention a nomination of one director 
should be made on a majority vote as cast by its stockholders 
in the state, either in person or by proxy. All nominations 
to be listed by the reserve bank and mailed to each stockholder 
on record thirty days in advance of the annual meeting. The 
six having the highest number of votes cast to be elected. 
Politics would thus be fully eliminated. 

The comptroller of the currency to have the same super- 
vision as over national banks. 

4. Business, how obtained? 

If it is thought best not to abolish the present United States 
treasury system (probably an impolitic thing to attempt to do), 
then have all the surplus funds of the government, in excess 
of daily normal requirements, deposited in the national reserve 
bank. Banks desiring may open accounts, or one-half their re- 
quired cash reserves. All to be counted as reserves under the 
present law, but no interest should be paid on deposits of any 
nature, thus practically eliminating competition with existing 
banks. The bank should have the right to issue $100,000,000 of 
untaxed notes, any excess to pay 5 per cent, therefor on con- 
ditions similar to the Imperial Bank of Germany. 

5. Loans, how made? 

That existing banking privileges be not disturbed, I see no 
reason why the reserve bank should not purchase and hold its 
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full capital and surplus; also part of its untaxed currency issues 
in United States, state, county or city bonds, and only use 
its deposits in generous reserves and the balance loaned on 
quickly convertible paper. Then for the elastic problem the un- 
taxed currency could be used to move the crops and the taxed 
for times of abnormal pressure. The repayment of extra loans 
made by the reserve bank to relieve pressure in reserve bank 
or other notes would effectively and automatically impound ex- 
cessive issues without any expensive redemption machinery 
whatever, thus preventing inflation and its concomitant evil, 
the exportation of gold under the Gresham law. 

6. Limit earnings. 

A "surplus fund" should be gradually accumulated up to 
20 per cent, of capital and semi-annual dividends declared. One- 
half of the excess over 4 per cent, dividends should be paid 
into the United States treasury, until 6 per cent, be paid to stock- 
holders, then all excess profits should be covered into the United 
States treasury. Such government profits to be in lieu of any 
taxation upon the bank. These conditions would insure divi- 
dends and government profits practically from the stan. 

Should we have such a reserve bank, I believe it ought to be 
confined to dealings with banks alone, and that no branches are 
needed. Is it not a fact that if New York had had such a bank 
in 1907, solvent banks there, having ample collateral, could 
have obtained cash through discounts at the bank of issue? If 
so, such notices as "no cash will be paid on balances" would not 
have been issued to the country. The simple philosophy of 
"you got 'em, I no want 'em," would apply, and general sus- 
pensions would have been avoided. As an ounce of preven- 
tion is worth a pound of cure, why not prevent such cataclysms? 
What we need is a reservoir from which to quench a conflagra- 
tion in its incipiency. We want a bank, not to monopolize the 
necessary banking function or enter materially into competi- 
tion in normal times with our splendid independent banking sys- 
tem, but to be our servant in time of trouble to prevent cash 
suspensions, with their paralyzing train of evils. 

In Britain, France and Germany banks generally — excluding 
the great central banks of issue — hold less than half the cash 
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reserves held here. Then why increase the idle capital to be 
held here? Then why increase the idle capital to be held for 
ten to twenty years waiting to be used perhaps for three months 
when panic threatens? Such a plan impounds cash that ought 
to help our unbuilding, and is also hard on the stockholders 
of the banks. The worst of it is, the plan would not work 
practically because when trouble brewed, each bank, as done 
now, would hold tenaciously to its cash if not largely increased, 
and if it had enough to meet all demands, it could make no 
profits. A bank of issue like unto the Imperial Bank of Ger- 
many avoids such useless lockup of cash and automatically ex- 
pands and contracts its issues to meet emergencies whenever 
and wherever they arise. This is not theory. It hsfs been 
practically proved over and over again. 

I have endeavored to cover the great principles which ap- 
pear to be corrective of economic errors that have stealthily 
fallen upon us. If accomplished we would have: 

1. Practical elasticity without inflation and cash suspension 
would be prevented. 

2. The greenbacks silently paid off and retired. 

3. The national bank notes retired. 

4. The abnormally low rate 2 per cent, bonds retired with- 
out bunkoing or doing violence to good faith investors. 

The first is the paramount question and is at once accomp- 
lished. The second, third and fourth insidious diseases are 
gradually removed by a slow evolutionary process that will not 
disturb our equilibrium. No man can measure the vast bene- 
fits to capital and labor alike by preventing cash suspensions 
which palsy all progress. Then why not give us a bank of 
issue that will not monopolize our general banking functions? 

Financial Review. 40, No. 6: 23. December, 1909. 

Central Bank Plan Favored by Bankers. 

Sentiment in favor of the central bank modified to fit our 
own peculiar conditions, carefully safeguarded so as to pre- 
vent its falling under the domination of any clique of bankers 
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or financiers or by any section of the country, to the detriment 
of any other, is fast crystallizing. This is clearly indicated 
by a composite article appearing in the December issue of the 
Banking Law Journal. The article consists of a symposium 
composed of letters by representative bankers from all parts 
of the country and statistical data indicating the preponderat- 
ing sentiment. 

Preliminary to this article the publication referred to posted 
a letter on October 18 to every national and state bank and 
trust company in the United States (upward of 20,000 in num- 
ber) asking their opinion on this subject. These letters were 
framed so as to draw out the views of the bankers, and the 
concrete question to which they replied was "Do you favor a 
central bank if not controlled by Wall Street or any monopolis- 
tic interests?" 

There were 5,613 bankers who replied, and the replies ex- 
pressed every shade of opinion and represented all parts of 
the country. The small banker as well as the banker in the 
larger cities voiced his sentiment. Naturally these replies fur- 
nish excellent food for reflection. As the statistical data thus 
compiled is an important feature of the article a resume is of 
interest at this time as indicating the trend of sentiment among 
the bankers in the various sections of the country. 

Strange as it may seem, the division of sentiment in the 
New England states is identical with that in the Pacific states, 
73 per cent, for and 27 per cent, against the central bank. 
It is in the central western and southern states that the great- 
est opposition to the central bank exists and even there only 
40 per cent, of the bankers are found arrayed against the pres- 
ent suggestion. The following shows the divisional statistics: 

New England states, 156 replies, 73 per cent, of which are 
for a central bank and 27 per cent, against; eastern states, 
B27 replies, 62 per cent, of which are "for** and 38 per cent, 
^'against"; southern states, 1,175 replies, 60 per cent, of which 
^re "for" and 40 per cent, "against"; western states, 2,213 
replies, 60 per cent, of which are "for", and 40 per cent, 
^'against"; Pacific states, 981 replies, y^ per cent, of which are 
"for", and 27 per cent, "against." 
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It also gives the percentages in each state and the percent- 
ages of national banks and state banks and trust companies. 
Over 1, 600 of the .replies received contained good ideas. Among 
those who gave expressions to suggestions was James B. For- 
gan, President First National Bank, (Chicago) who says: 

Whether I am in favor or opposed to the establishment of a 
central bank in this country depends entirely upon what it is, 
how it is organized, what special privileges are granted to it 
and what business it is permitted to do. 

There are many other details in connection with the organi- 
zation of such a bank of equal or greater importance than "Wall 
street and monopolistic control/' which must be settled and clear- 
ly defined before a practical banker can intelligently announce 
himself as either favoring or opposing it. 

So far as I have observed, no practical, equitable or feasible 
plan for the organization of such a bank has yet been publicly . 
announced. I am extremely desirous and somewhat hopeful that 
out of the present agitation and the study of the banking ques- 
tion now being carried on by the national monetary commission 
a satisfactory solution of this very difficult but most urgent prob- 
lem may result. 

John J. Mitchell, President Illinois Trust and Savings Bank, 
says: 

Yes, it would give elasticity to ^currency, steady rates of In- 
terest all seasons, protect our gold and dispense with the fallacy 
of pyramiding deposits. 

R A. Decker, Vice-President Northwestern National Bank, 
Minneapolis, Minn., says: 

I think that a central bank of issue, properly organized and 
managed, if sufficiently safeguarded from manipulation by politics 
or business interests of any one particular class, would come 
the closest to a successful solution of the currency and bank prob- 
lems which now confront us. It is in my opinion of the moment 
that we will not be able to successfully solve the matter in any 
other manner than through a central bank. 

P. C. Kauffman, Vice-President Tacoma, Wash., Fidelity 
Trust Company and treasurer American Bankers* Association, 
says: 

I am heartily in favor of the enactment of the necessary leg^is- 
lations that would provide for the organization of a central bank. 



THE UNITED STATES 119 

Nortfawestem Banker. 15, No. x: ax-3. January, xgxa 

A Central Bank Symposium. 

G. A, Wright, President the Superior National Bank, Hancock, 
Mich, : 

Any plan for the establishment of a central bank in this 
country should seek to avoid the following serious dangers: 
Political control ; concentration of stock ownership ; powers which 
could be injurious to existing banks, such as branch banking, 
or other functions based on the form and practice of European 
central banks, which some of our financiers appear to regard as 
essential models from which we must copy, even though it be 
out of harmony with our institutions. 

The banks, themselves, primarily need this central bank, as 
Mr. George E. Roberts has well said, "to complete the system, 
and they already have it in their power to organize it in a way 
to secure their most eflFective co-operation, and as a natural 
development of the present national banking system. Let them 
proceed precisely as other persons would do when the necessity 
for a bank becomes apparent, and not wait for G>ngress to 
create a bank with experimental and disturbing powers; but 
rather let the scope of the central bank be gradually developed 
by legislation, after its organization, as the necessity becomes 
clear. 

By organizing under the present national bank act, the 
stock to be held only by the banks, or their representatives, 
proportionately to their capital, all of the above dangers would 
be avoided and it would be capable of the following important 
powers and purposes: 

1. It would unite the banks in organized form and central- 
ize their banking power for the support of the individual banks 
and the entire banking system. 

2. It could maintain a very large cash reserve, available in 
times of necessity for relief to any of its associates, and it 
would not be run primarily for profit. 

3. . It could invest its capital in government bonds and 
vary the amount of its outstanding circulation, from the min- 
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imum of $50,000 up to the full amount of its capital, as occ& 
sion required. 

4. It could and should become the special depository and 
fiscal agency of the government 

5. It would be a powerful bank of rediscount for its con- 
stituent banks. 

6. It would be an effective regulator and equalizer of in- 
terest rates. 

7. It could act as agent for its associates in the distribution 
of loanable capital where most needed. 

8. It would become a great clearing house bank, facilitat- 
ing the exchange of bank collections. 

9. It could increase its capital without limit, as might be 
deemed advisable. 

10. It would furnish the necessary medium for the con- 
certed action of all of the banks of the country. 



A Central Bank. pp. 112-23. 

Robert Emmett Ireton. 

The summary herewith probably embodies the gist of the 
claims made in support of the establishment of such an insti- 
tution in this country: 

It is the historical solution, evolved in every civilized coun- 
try, except our own. 
A It would supply the country with an elastic currency respon- 

' sive to the varying needs of business. 

It would give confidence to depositors — the essential most 
conducive to sound and prosperous banking. 

It would supply a responsive head to our present banking 
/ system, which is essential for the large number of small banks 
^ therein. 

It would tend to steady the rate of interest at all seasons, 
1 preventing those violent fluctuations which have been so eat- 

barrassing to business and finance. 

It would give relief in periods of industrial and financial 



-/ 
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stress because its large resources would enable it to meet ex- \/ 

traordinary and sudden demands for capital and currency. 

It would remedy existing defects through its tendency to 
furnish an elastic currency responsive to the country's needs, 
which should avert panics and periods of currency stringency. 

It would assist in moving the crops without disturbing the 
business world or the money mark^; and by controlling the 
interest rate it could check inordinate speculation. 

It would be a reserve fund of credit. Through a central re- 
serve which could be brought to bear at the danger point, the 
central bank would give relief by substituting an unquestioned 
credit for a local credit which for the time was doubted. 

It would eliminate the sub-treasury system and would pre- 
vent inflation and contraction liable to follow federal disburse- 
ments and collections, for it would always keep the nation's 
money at the disposal <rf trade and commerce. 

It would protect the country's gold stock, which is now at 
the mercy of foreign markets, through its intimate relations 
with the money market; and could prevent 'a prolonged drain 
on its gold reserve which the treasury is unable to do. 

It would unite the banking institutions of the country under 
one responsible agency conducted solely in their interests. Thus 
established it would eliminate the weakness resulting from the 
present isolation, and convert our banking system into a co- 
ordinated whole. 

It would be enabled to issue properly protected credit notes 
and through its rediscounting privileges, could extend assist- 
ance in any direction, and in any amount, to banks upon 
pledge of their receivables. A currency so secured would con- 
stitute a perfect currency. 

It would be a practical illustration of our motto, E PLUR- 
I BUS UNUM: one great institution, owned and directed by 
several thousand lesser ones, always ready to man the breach 
and, by virtue of its leadership and resources, to repulse a 
threatened assault upon their credit. 

It would be a safeguard against panic and a positive cure 
for distrust and uncertainty, owing to the strength of its re- 
serves and the public confidence in its management and ability 
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to cope with any situation; however complicated or danger- 
ous. 

It would receive and disburse moneys of the government, 
and would act as its fiscal agent in redeeming paper money. 
It would prevent the hoarding of public money in the treasury 
by acting as its custodial, and it would terminate the periodic 
appeals of the money marM^t<to the treasury for relief. 

It would recognize the excellence of short-time commercial 
paper as collateral for note issues, and would lead, in time to the 
elimination of our inflexible, bond-secured circulation. Therein 
is the only step toward true currency reform, and whether we 
take it now or a hundred years from now, we must take it 
eventually. 

It would probably lessen the profits of banks holding large 
reserve deposits, but in the security and stability of business 
of all kinds, resulting from the operatioins of a central bank, and 
in the greater reliability and mobility of reserves adminis- 
tered by it, the banks would have a protection that would 
be more than a set-off to any diminution in profits. 

It would not only regulate the interest rate for loans, but it 
would tend to estimate the real worth of money, and would 
raise or lower its interest on deposits accordingly. Under the 
present system payments of interest on deposits never vary, 
no matter what the worth of money may be. This should be 
adjusted and a central bank would be helpful to such an end. 

It would be in accord with the best economic thought and 
practice of other countries. Actual experience has shown that 
a central bank is the only system which can meet the varying 
wants of commerce and provide for those sudden exigencies 
which will arise from time to time, and which place an un- 
natural and abnormal strain on the finances of a country. 

It would permit a reduction in the heavy reserves now main- 
tained, releasing pro tanto Uninvested capital and placing it at 
the disposal of commercial or industrial demand. By concen- 
trating the banking reserves of the nation it would assure a 
more economical administration of them, and utilize them more 
efficiently for business purposes. 

It would make for greater safety and scrutiny to have the 
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note-issuing function centralized— eventually — in one great bank, 
immediately under the eye of the government and the whole 
financial world, than if scattered among a multitude of small 
banks with no adequate redemption system possible. The ex- 
pansion of credit and the issuance of currency can best be 
done by a central responsible power. 

It could always maintain its lending power by adjusting its 
interest rates to existing conditioi^Sr— when borrowing seemed 
to be too brisk, by raising the rate to check undue expansion. 
Moreover, not being a bank of deposit, its treatment of its 
customers, would be uniform; for it would not be obliged to 
them as is often the case with banks under the present banking 
system. 

It would be prepared to do regularly, but in such a man- 
ner as would not interfere with domestic exchange, what the 
clearing houses do in time of emergency; to issue credit cur- 
rency." Credit notes of the central bank, however, while not 
superior to the certificates of the clearing houses in regard to 
security, would be readily negotiable and certain of retirement 
automatically when not longer needed. 

Demonstrated in other countries to be the one safe and sci- 
entific method to provide an elastic currency in response to 
commercial necessity, to regulate interest rates, and to pro- 
tect the gold stock, a central bank in this country is not only 
imperative, but indispensably necessary to develop its resources, 
market its products, dispose of its commodities and manufac- 
tures, increase its foreign trade, protect its gold reserves, reg- 
ulate its foreign and domestic exchange, and make it what its 
wealth and possibilities portend — ^the banking power of the 
world. 

It would bear a relation to the other banks similar to that 
of the federal government to the states. Its sphere and that 
of the several banks would be distinct, but the central bank 
would be the controlling influence, the responsible leader in 
times of emergency. Organized to safeguard them, it would 
then afford them sanctuary and satisfy their wants for cur- 
rency. This function of authority and leadership would con- 
vey to the minds of the people a sense of ease and security 
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hitherto wanting in periods of stress, and would make the 
central bank a bulwark of public confidence. 

It would prevent much of the countr3r's currency from 
flowing into Wall Street, as at present. Wall Street does 
not require a central bank: it obtains all the money necessary 
without one. But the people want a central bank to divert 
some of the money drawn to that speculative centre by means 
of "interest payments on dmily balances." Investment, through 
a central bank, in commercial paper would lessen the volume 
of money used for speculation and, perhaps, lead to reform 
therein; while the bank would aflFord unusual opportunities 
for investment in the commercial paper of this country to 
both domestic and foreign bankers. 

It would be a substantial protection to the country against 
foreign influences. Foreign upheavals at present invariably lead 
to sales of foreign holdings of American securities on the New 
York stock market and result in gold exportations. Frequently, 
this leads to a reduction of loans in an amount, approximately, 
four times the total of the gold exported. Our credit fabric 
is accordingly deranged and business accommodations are re- 
stricted. With a central bank in command of the field, owing 
to its enormous reserve power, the voliwne of money in use 
would be sufficient to meet all demands, without any impairment 
of credit or embarrassment to business. 

Organized as a bank for banks only and prohibited from 
dealing with the public it could not become a competitor of 
existing banks. The argument that it would affect the latter 
as did the Second Bank of the United States obviously arises 
from a misconception. That institution was an overshadowing 
competitor of the state banks, and with its larger resources 
and special privileges from the government was bound to in- 
cur their hostility and resentment. It was privately owned and 
was conducted for profit primarily, whereas the prevailing 
thought on a central bank for this country today recommends 
the ownership of its stock by the banks themselves, or by the 
banks and the government jointly. Moreover, it is not intended 
to be operated for profit, but as an effective agency to promote 
the general welfare of the banks and of the country. Such 
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an institution could be no more antagonistic to our existing 
banks than is the federal government to the governments of 
the several states. 

Finally, taking everything into consideration, it is found 
that a central bank answers the demands of our country more 
completely than any other plan proposed. It is comprehensive 
and final, while other plans are incomplete and temporary. It 
is in harmony with the development of the times toward higher 
organization, and it has the advantage of being a working suc- 
cess elsewhere. 



NEGATIVE DISCUSSION 

North American Review. 191: 6-12. January, 1910. 

Central Bank Plan. Victor Morawetz. 

Under our existing system of independent local banks we 
have prospered beyond all other nations. Therefore, this sys- 
tem cannot be wholly bad. But periodically the country has 
suffered from severe money stringencies which sometimes have 
resulted in panics and widespread disaster. We need a bank- 
ing system that always will be safe and that always will serve 
the needs of industry and commerce. Foreign countries have 
such safe and serviceable systems. Can we not have such a 
system in the United States? 

General money stringencies and widespread financial trou- 
bles in the United States have not been caused by the misman- 
agement of individual banks or trust companies. In the main 
the management of our banks and trust companies has com- 
pared favorably with that of similar institutions in other coun- 
tries. Important bank failures have occurred in England, Ger- 
many and France as well as in the United States. No system 
can make bank-managers honest and prudent or guard against 
the penalties of dishonesty and imprudence. But under a safe 
system the failure of an individual bank will not result in a 
general money stringency, as sometimes has been the case in 
the United • States. If the banks generally have not expanded 
their deposit liabilities beyond the limit of safety, borrowers 
who are refused accommodation by a particular bank, as a rule, 
can obtain credit from some other bank; and a bank which has 
good assets can strengthen its reserves in case of need by selling 
some of its assets or by diminishing its outstanding loans. But 
when practically all the banks have expanded their deposit liabil- 
ties to the limit of safety, shifting loans from one bank to anoth- 
er bank, or strengthening the reserves of some banks by drawing 
upon the reserves of other banks is of no avail, for then no 
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bank can strengthen itself without pulling down some other 
bank. 

In the United States there is no way of regulating or con- 
trolling the expansion of bank credits in the aggregate, and 
there is no way of securing the adoption of a common policy 
by all the banks and trust companies when this is necessary 
for the security of the general credit situation. Each of the 
twenty-five thousand independent banks and trust companies in 
the United States carries on business for its individual in- 
terest alone, independently of the others, and each at all times 
seeks to land its credit to the limit permitted by law as long 
as it can make a profit by doing so. The result is that bank 
credits are expanded, speculation is encouraged and business 
operations are extended to the utmost limit in normal times, 
while no provision is made for those times when an excep- 
tional amount of currency is withdrawn from Jthe bank reserves 
for use in circulation or when there is a demand for an ex- 
ceptional amount of bank credit. The rope of credit, having 
been stretched in normal times to the limit of its strength, 
breaks when an additional strain is put upon it 

Some way must be found to hold in check the aggregate 
expansion of bank credits in normal times so that a sufficient 
amount of reserve money and of credit power shall be held 
back and kept available for use in times when an exceptional 
amount of currency or of bank credit is needed. In every 
country of Europe the machinery for securing the necessary 
regulation and control of the expansion of bank credits in 
the aggregate and for keeping available an adequate .amount of 
reserve money and of credit power has been provided by es- 
tablishing a central bank which is deemed to be charged with 
the responsibility and duty of protecting financial conditions 
throughout the country. The necessary power is vested in the 
central bank (i) by making it the common depositary of a 
large part of the reserves of the other banks; (2) by making 
it the sole depositary of government moneys; and (3) by 
conferring upon it a monopoly of the right to issue circulat- 
ing notes. 

The required regulation is eflfected by one or both of the 
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following methods: (i) by acting as a bank for the discount 
and rediscount of commercial paper and by raising or lowering 
its discount rate, the central bank to a certain extent regulates 
interest rates and the expansion of credits and influences the 
flow of gold to or from the country; (2) by issuing its notes, 
which serve as circulating currency in lieu of gold, the central 
bank prevents the withdrawal of gold from the bank reserves 
for use as circulating currency, with the consequent reduction 
of credit power; and by diminishing the volume of the out- 
standing notes it checks over-expansion of bank credits and the 
export of gold when this should be prevented. The central 
banks of Germany and France use both of these methods of 
regulating banking conditions in, their respective countries. The 
Bank of England uses only the first method, namely, by chang- 
ing its interest and discount rate; but this method alone has 
not proved always adequate in England and certainly would not 
prove adequate in the United States. 

There are eminent bankers who hold that we should estab- 
lish in the United States a great central bank vested with pow- 
ers similar to those exercised by foreign central banks. Un- 
doubtedly the central banks in European countries effectively 
and satisfactorily regulate and control banking conditions in 
those countries ; and if conditions in the United States were sim- 
ilar to conditions in European countries the argument in 
favor of establishing such a bank in the United States would 
be conclusive. However, conditions in the United States are 
so different from those existing in European countries that 
the central banks of Europe cannot fairly be considered prec- 
edents for the creation of a similar bank in the United States. 

In Europe each country has established its own central 
bank, but no one country of Europe can be compared with 
the whole of the United States. The territorial expanse of 
the United States is as great as that of all the countries of 
Europe combined. Control of the business interests and finan- 
cial resources of the United States is not centralized, and can- 
not be centralized, to the same extent as control of the busi- 
ness interests and financial resources of a single country of 
Europe. The different sections of the United States have 
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developed rapidly in wealth and in financial independence, and 
there exists a strong and growing feeling of opposition to 
the concentration of financial strength in few hands or in 
any section of the country. 

In order to establish in the United States a central bank 
on the European plan, it would be necessary to concentrate 
vast resources in this bank and to constitute it the reserve 
depositary of the banks throughout the country. It would be 
necessary also to take away from the existing national banks 
their power to issue notes and to give a monopoly of this 
power to the central bank. To allow such a bank to be 
organized like an ordinary corporation, with transferable shares 
and an elective board of directors, so that a few rich men 
might purchase control, certainly would not prove satisfactory. 
To vest in the government the power to appoint the managers 
of the bank, or to control its operations, might make the man- 
agement and policy of the bank depend upon the result of 
popular elections and might constitute control of the bank a 
political prize, to be disposed of by the party in power. To 
provide that some of the directors of the bank shall be 
elected by its shareholders or by the other banks, and that some 
of them shall be appointed by the government, probably would 
suit no one and certainly would not prove effective. A great 
bank must have a consistent policy and an executive head who 
can carry out this policy. By the creation of a composite board 
of directors diverse interests cannot be fused so as to pro- 
duce a harmonious and satisfactory result. Ultimately full 
control would pass to such of the different interests repre- 
sented on the board as might happen to unite so as to form a 
majority. Under any plan the business management of the 
bank would be controlled in great measure by its president or 
chief executive officer. As New York is the chief financial 
centre of the country the principal sphere of activity of the 
bank necessarily would be in New York even if the principal 
office of the bank should be located elsewhere. Such con- 
centration of financial power surely would result in sectional 
jealousies and dissensions. 

The central banks of Europe were developed gradually, and 
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became useful institutions because they were in harmony with 
the social conditions, the business habits and the political meth- 
ods of the countries in which they were established. The 
Baiik of England is a private stock company whose directors 
are chosen from among the merchants of London, but the 
management of the bank is governed by long-established cus- 
totns and traditions which have acquired practically the force 
of common law. In France and Germany the directors or 
head managers of the bank are appointed by the government, 
but in these countries also the management of the bank is gov- 
emed by long-established customs and traditions. In European 
countries there exists the utmost confidence in the wisdom, the 
impartiality and the disinterestedness of those who have charge 
of the management of their central banks, and in no country of 
Europe are banking and currency problems deemed fit subjects for 
party politics. Though a central bank in the United States 
might be created by an Act of Congress, no Act of Congress 
could create the conditions, the customs and the traditions which 
in foreign countries have made central banks safe and service- 
able institutions. 

Almost from the beginning of our government banking and 
currency questions have been treated as political questions. The 
First Bank of the United States was chartered by Congress 
in 1 791 under Washington's administration. The bank became 
a football of politics, and when its charter expired the bank 
was destroyed. The Second Bank of the United States was 
chartered in 1816, and the management of this bank also became 
an issue in party politics. When its charter was about to 
expire in 1836, the proposal to renew the charter resulted in 
one of the most bitter political controversies in the history of 
our country and was made the leading issue of a presidential 
campaign. The party that favored the bank was defeated at 
the polls and the bank was destroyed. 

No doubt business conditions have changed since the days 
when Jackson, Taney, Webster and Clay fought over the Bank 
of the United States ; but have our political methods changed, 
and do we now exclude financial questions from our party 
politics? After the war the greenback question was treated 
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as a political question, and the issue of irredeemable fiat mon- 
ey was approved by popular vote in a number of the states. 
A long and bitter political fight was waged in favor of the pro- 
posal to pay our government bonds in irredeemable paper cur- 
rency. For twenty-five years the silver question was treated as 
a question of party politics, and twice the free coinage of sil- 
ver became the dominant issue of a presidential campaign. 
In our last presidential campaign the principal issue advanced 
by one of the candidates was the compulsory guarantee of 
bank deposits. In each of these cases far-reaching financial 
policies were included in political platforms to be submitted to 
popular vote in the heat of a presidential campaign. On sev- 
eral occasions the country was saved from the wildest finan- 
cial heresies and from financial chaos, if not dishonor, by only 
a small majority of popular votes. 

Having regard to our political history and to the political 
conditions which we know to exist, is it reasonable to suppose 
that the management and policy of a great central bank could 
be kept out of politics? If, after the creation of such a bank, 
it should become the cause of sectional differences and dissen- 
sions, and if its management, or perhaps its very existence, 
should become a political issue, the bank, instead of rendering 
financial conditions safer and more stable, would make them far 
more perilous than they are today. And if in the end the bank 
should fail to accomplish its purpose and should be dissolved, 
like the former banks of the United States, probably it would 
pull down with it the political party that was responsible for 
its existence. No one can foresee what financial heresies then 
might prevail but true reform of our banking and currency 
system surely would be postponed for a generation. 

The main purpose of a central bank is to secure the safety 
and stability of financial conditions throughout the country. Can- 
not the desired result be attained in the United States without a 
great central bank by adopting in modified forms such features 
of the central-bank system as are suited to practical condi- 
tions in the United States? 

Though it would not be desirable or practicable to concen- 
trate the reserves of all the banks in a single central bank, con- 
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centration of part of the reserves of the banks in the several 
sections of the country is both desirable and practicable. In 
order to effect such concentration of reserves so far as prac- 
ticable and desirable, the national banks in the several sections 
of the country should be authorized to unite in forming sec- 
tional reserve banks, to be controlled by them through stock 
ownership, each bank depositing part of its reserves in the 
sectional reserve bank of which it is a member. The sectional 
reserve banks, of course, should be required to keep ample 
reserves of lawful money and should engage only in the safest 
kind of business, so that at all times they would be in a posi- 
tion to furnish reserve money to the several banks by paying 
checks drawn upon their deposit accounts or by rediscounting 
their paper. The several sectional reserve banks also should 
make arrangements among themselves to facilitate exchanges be- 
tween the different sections of the country. 

For the purpose of establishing the necessary central regula- 
tion and control of the aggregate expansion of bank credits in 
relation to the aggregate bank reserves, the national banks, 
or the sectional reserve banks formed by them, should 
be authorized to form a note-issue association and to elect a 
central board or committee having power from time to time, 
with the consent of the secretary of the treasury, to increase or 
reduce according to the needs of changing conditions the volume 
of uncovered bank-note currency which the banks throughout the 
country may have outstanding, such increase or reduction being 
effected by increasing or reducing the percentage of their notes 
which the several banks must keep on deposit in lawful money 
in note-redemption funds to be held by the note-issue associa- 
tion or by the comptroller of the currency. By increasing the 
required percentage of the note-redemption funds the expansion 
of bank credits in the aggregate could be checked. By reduc- 
ing the required percentage the banks would be enabled to 
meet a demand for more circulating currency without drawing 
upon their reserves against deposit liabilities. 
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tions and the purpose of our civilization; and if not, being 
against them, it must prove injurious. There is not the slightest 
doubt that the placing of the power in the hands of a single 
man or a small body of men, to issue at his or their uncontrolled 
will the currency needed for trade, would prove, at least for 
a while, an effective measure. I doubt whether it would per- 
manently prove so, because all history has shown that, in the 
result, the placing of too much power anywhere, in its rotting- 
out effect upon peoples, has decreased efficiency. There is no 
more doubt that the creations of dictatorial powers, for short 
periods, in such times, for instance, as those of Cincinnatus, 
were effective measures, than that they were enormously and 
even to the point of destruction, inefficient as a permanent sys- 
tem, under the emperors. Where a single man can temporarily 
wield the effective powers of millions of men developed by 
freedom, he is nearly irresistible; but the continuance of that 
power, by destroying the value of the units, brings down the 
totality of strength, even to the point of extinction. 

And so, if we had a central bank, with the power of prac- 
tically fixing the price of every commodity in the United States, 
of aggregating to itself, or those who exercised its powers, just 
such proportion of the production of wealth of the Union as they 
saw fit; it would, in a little while, tend to a selfish use that 
could be neither effective nor beneficial ; and, like all other forms 
of inordinate and unequal power, it must become destructive of 
any republican form of government Procuring eflficiency, not 
through evolution and development, but tyranny and inequality, 
is a means that all human experience has demonstrated to be 
fallacious. 

In my own judgment, our currency, like our other evils, is 
to be remedied by greater freedom and greater distribution of 
choice and discretion, rather than by a greater centralization 
or unequal distribution of power. It is a fair question to ask, 
therefore, whether conceding, as I do, that there is not suflScient 
elasticity of the currency, I can suggest no remedy, but would 
prefer present evils to those resulting from the creation of too 
centralized ' a power; and the answer, to my mind, is obvious. 
The true remedy must be found, not in placing our dependence 
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upon the discretion of any one, but of every one, — ^that is, again, 
upon liberty, rather than upon power and restraint. 

We have a very satisfactory system of regulating the invest- 
ments of saving funds, that demonstrates that a line of invest- 
ment can be easily named in advance by statute that would be 
a safe basis for currency, as well as for investments, as at 
present. In my judgment, therefore, starting with government 
bonds, which should always be given a great advantage in cur- 
rency issues, as that strengthens the credit of the Union, a list 
could be made upon which any bank — ^and, again, the banking 
laws should be equally open to all— could issue its notes. A 
system of taxation on such issues should be so regulated as 
to make inordinate inflation impossible; but there should be no 
limit to the amount of circulation when the tax had reached a 
point where it must become unprofitable to the banks that take 
out that circulation, for then they would only take it out to 
save the commercial community and their customers, and for 
no dangerous purposes. And this currency so available should 
be available at the discretion of everyone, without the necessity 
of consulting any government official or any government bank. 
I do not want to be misunderstood. The restrictions as to 
security should be full and ample, the taxation large and on an 
ascending scale. The currency should be made absolutely safe — 
as safe as it is now — and the tax collected with such a system, 
if that tax were properly applied, would not only be sufficient to 
guard every holder of a note against loss, but would yield 
large revenues beyond this to the government in relief of gen- 
eral taxation. With such a system worked out in detail, gov- 
ernmental power would not be increased, the danger of depriv- 
ing the people of any part of their self -developing discretions 
would not be incurred. 

This, as I have said, is all very crudely stated by a man who 
has no opportunity to work out details or polish sentences; but 
it recommends* itself to me, because my whole study of the 
constitutional history of our peoples has convinced me that 
liberty fs the greatest friend of mankind, just as inordinate 
powers are the greatest danger. We shall go higher and better 
and further, following out, in all our troubles, a liberty as 
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wide as human defects will permit, than hunting around for 
benevolent despots in any form, for I do not believe that even 
benevolent despots ever do real good, because, however well 
they may govern, the injury to communities inflicted by taking 
from them the educational benefits of self-government is incal- 
culable. 

Both religion and science teach us that human advance is 
but to be gained through the slower methods of development 
of ^ character — ^the one calling it "regeneration," the other "evo- 
lution" or "survival of the fittest," or what you will. Even 
in politics and by politicians these principles are at times heeded 
—even now we are daily told that the policy of the govern- 
ment is to educate the Filipinos to a fitness for self-government, 
by gradually entrusting them with widening discretions, in- 
creased liberty, as this increasing liberty fits them for more. 
This is true political science — the only way — ^these men are 
unquestionably Filipino patriots, but what we need is American 
patriots — ^men who will "make way for liberty" here as well 
as there; who will disregard popularity, if need be, that they 
may abide with duty; and not piecemeal exchange our birth- 
right of freedom for a mass of legislation and restraint only 
really effective for evil. Many, many injurious steps have 
already been taken toward the inequality and slavery of over- 
government and benumbing restriction. But all of them will 
be but a drop in the bucket, compared with the dangers of 
placing in the hands of the few the entire discretion as to the 
volume of the people's money. 

In an ultimate analysis, our country is only languishing for 
liberty and equality; and I do not hesitate to predict an instant 
return of prosperity, at the first moment that honest men can 
make investments and conduct important affairs, without the 
necessity of having a lawyer at their elbows, who, indeed, in 
most cases, refuses the responsibility of advising what all the 
accumulating mass of restrictive legislation means. We have 
evils enough in this direction, without restraining the people's 
right to determine when or to what extent their interests re- 
quire a further supply of currency on a sound basis. If vre 
really need all the present restrictive mass of regulative legisla- 
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tion, we are, like the Filipinos, already luifit for freedom; and 
if, as I believe, we do not, by taking away our personal right 
of choice, of initiative, we are being educated as rapidly as 
possible, to be like them, unfit for self-government. 

If these hasty suggestions should chance to reach the eye 
of someone with a faculty for leadership, and a love of his 
country, and invite him to battle again for freedom, to expose 
the shams under which the people are losing their freedom, 
under the pretense that their enemies are being punished, I can 
promise him the ultimate approval of his countrymen. For 
that, in the end and permanently, only comes to real patriots, 
those that unite instead of divide, those that love instead of 
hate ; those that, putting aside "malice, envy and all uncharitable- 
ness," understand the potency of "good will to men," while 
never forgetting that "eternal vigilance is the price of liberty." 

Chicago Banker. 28, No. 3: 5-6. January 15, 1910. 

Central Bank not Remedy for Currency Ills. 
Prof. O. M. W. Sprague. 

The organization of credit rather than currency arrange- 
ments is, as was observed the other day by Senator Aldrich, 
the fundamental problem in banking. But the chairman of the 
monetary commission does not apparently perceive that precisely 
because of the peculiar organization of credit in this country 
a central bank is unlikely to prove an effective remedy for our 
financial ills. 

Our banking system is unlike those in many other countries 
in having no central bank; but it is unlike those in all other 
countries on account of the absence of branch banking. Money 
which cannot find employment at home, whether permanently 
or temporarily, flows without difficulty from the banks of the 
country and the smaller cities to the larger cities, and especially 
to our central money market, New York. But unlike countries 
with branch banking the movement goes no further with us. 
Even though the demand for loans in its neighborhood is large 
the small bank can get little aid from the: money centers beyond 
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the funds which it has deposited or employed there, and not 
always all of them. In other words, credit is but imperfectly 
fluid under a system of numerous independent local banks. 

In these circumstances a central bank would be obliged to 
lend directly in every locality and, to escape charges of favor- 
itism, to practically every bank throughout the country. To 
distribute its advances in a manner which would meet with 
general satisfaction would, no doubt, be a delicate undertaking. 

But if this were its only function the duty resting upon 
the management of the central bank would be of a compara- 
tively light and agreeable nature. If we may judge from the 
various plans which have been proposed it would indeed seem 
that little more than this has been in the minds of their authors. 
Competition with existing banks is to be carefully avoided; the 
bank is to lend chiefly, if not entirely, to other banks and is to 
extend its credit principally, if not exclusively, in the form of 
notes. Nothing is said of the necessity of restraining the ex- 
cessive expansion of credit on the part of the other banks; but 
without such restraint the central bank would simply add fuel 
to the flame in periods of business and speculative activity and 
provide oil to pour upon the troubled waters when the storm 
of crisis bursts upon the country. 

The economic history of the country denies that healthy 
progress has ever been checked from any lack of power among 
the banks to extend credit. On the contrary, there have been 
many occasions when restraint would have been of incalculable 
advantage. Power to exercise restraint would be particularly 
needed because the operations of a central bank of the kind 
described above would tend to expand credit to an enormous 
extent. Its loans to other banks in the form of notes would 
enable them to lend more freely and to an extent several times 
greater than the loans made by the central bank. For the notes 
issued by the central bank possessing a monopoly of issue 
would serve as a reserve for the other banks upon which to 
build up deposit credits. 

It cannot be too strongly insisted upon that experience of 
other countries with notes issued freely by central banks 
affords no adequate indication of the probable effects of such 
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an issue in the United States. There is a wide difference be- 
tween Anglo-Saxon countries and those of Continental Europe 
in the extent to which checks are issued, and consequently in 
the possibility of credit expansion in the form of deposits. 
When deposits increase in a German bank, for example, we 
may be reasonably certain that it has more money to lend and 
that when it makes loans it will be obliged to pay out more 
money or notes. When American banks have more deposits it 
means, quite as frequently, that they have already increased their 
loans. In Germany if a bank secures through rediscount notes 
from the Reichbank and makes further loans on its own account 
it will find that aside from stock exchange and other dealings 
of .a similar description it can lend but little more than the 
amount of the notes. In the United States the notes would 
serve as a basis for deposit credit to several times their amount 
Tne conclusion would seem to be inevitable that with a highly 
developed deposit credit system the note of a central bank is 
a dangerous instrument tending toward credit inflation. It has 
been apparently some more or less well thought out reasoning 
of this nature that has led the best English opinion to oppose 
proposals that the Bank of England be allowed to issue a credit 
bank note. 

Let us suppose that a central bank were established at a 
time when the general business situation was satisfactory, that 
it had made considerable loans to the banks throughout the 
country, and that then its management should come to the con- 
clusion that it was desirable to exercise some restraint upon the 
further expansion of credit. The loans of the bank would then 
be reduced. Presumably, as it is to lend in notes, payment would 
be required either in notes or in legal tender money. This pro- 
cess of contraction would be disturbing, because it would involve 
contraction several times as great in the loans of other banks. 
The central bank would have been creating a certain amount 
of credit expansion which its later power of contraction would 
certainly not exceed, and probably would not equal, because cred- 
its once granted cannot be quickly diminished without serious 
disturbance. 

Before carrying through contraction the management of the 
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central bank would be obliged to decide a most perplexing ques^ 
tion. When as in England credit is fluid, it may be likened 
to a reservoir the general level of which may be raised or 
lowered by the increase or decrease of the loans of the central 
bank. In this country there are as many reservoirs as there 
are banks or at least localities. It would be necessary to con- 
sider the situation of each and to apply pressure only where, 
and in proportion to, the extent to which credit had been ex- 
panded beyond safe limits. Can we expect local opinion to coin- 
cide generally with that of the management of the central bank? 
Often, it is to be feared, aggrieved localities would feel that 
they were being treated less liberally in the case of expansion 
and more severely in the case of contraction than neighboring 
and competing communities. 

It seems to be generally agreed that for political and other 
reasons the central bank must be carefully safeguarded from 
Wall Street influence and control. If by this it is to be un- 
derstood that the bank is not to concern itself with Wall Street 
and that none of its resources are to be employed in that quar- 
ter, the attempt will inevitably fail. At present the resources 
of local banks exceed the demand for loans in many places. 
Such banks, if they secure rediscounts from the central bank, 
are certain to employ the proceeds either in the purchase of 
paper from note brokers or in loans in New York. It will be 
impossible to prevent banks employing their funds set free 
by rediscounts at the central bank in that market, if its rates 
are attractive. If, for example, we had had a central bank in 
1896 it is altogether likely that loans of outside banks in New 
York would have reached even greater proportions at that time. 
The central bank could not keep itself out of Wall Street if it 
would; and it may be added it should not do so, even though 
it were possible. 

Financial strain is always shifted to the central money mar- 
ket in any country and it is therefore particularly necessary for 
the central bank to be in position to exercise a restraining in- 
fluence upon that part of the banking system. This cannot be 
done unless the central bank is regularly a factor in. the lending 
operations of the central money market. The obstacles which 
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would confront the central bank in this country are serious 
and, it would seem, insurmountable. 

In the first place the people will look with distrust upon 
the employment of any considerable portion of the resources 
of a central bank in New York. . In the second place, in order 
to acquire a footing in that market the bank must be prepared 
to lend at lower rates than those at which it rediscounts for 
banks elsewhere. Finally, it cannot expect to acquire any con- 
siderable business in normal times through dealings with the 
New York banks. With their existing resources they would be 
independent of the central bank except during periods of active 
demand for money or loans. Of course, if the central bank is 
simply to take the place of the finance bill when the New 
York banks have exhausted their resources, it will at times have 
an abundance of business. But, in that case, it would relieve 
the New York banks of all sense of responsibility, with results 
which could hardly fail to be disastrous. The greater the pow- 
er of the central bank to relieve the other banks from the re- 
sults of their own excesses, the greater the necessity that it 
should be able to exercise a restraining influence upon their oper- 
ations. This cannot be accomplished unless the central bank 
lends regularly and largely directly to the business corilmunity 
in New York. 

If there were a single bank in New York empowered to 
hold bankers* deposits and if that bank were managed with 
due regard to the responsibilities of its position we should have 
at once that element of reserve power both in supplying loans 
and in meeting demands for cash in emergencies which is now 
sadly lacking. Such a bank would be far better off without the 
power to issue a credit bank note, because it would not then 
be obliged to assume the task of making and contracting loans 
to all the banks throughout the country. Such a bank would be 
in many respects not unlike the Bank of England and it would 
presumably keep a reserve considerable above 35 per cent, m 
normal times. We should have such a bank if the six national 
banks in New York, which now hold 75 per cent, of the balances 
of interior baiiks, were to be merged in a single institution. Even 
this change would be unnecessary if the few banks holding 
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bankers' deposits, recognizing their peculiar responsibilities, should 
keep a reserve in normal times considerably above the 25 per 
cent, requirement and should adopt the policy in emergency not 
only of extending loans, but also of making free use of their 
reserves. It would be of advantage also to diminish the strain 
on the New York mcmey market by making the banks else- 
where somewhat less dependent upon those of the metropolis. 
This could be accomplished if all the banks in reserve cities 
and elsewhere also which desired to qualify as reserve agents 
were required to hold a reserve of 25 per cent, in cash. Strength- 
ening our banking system where particular weaknesses have ap- 
peared is a far more certain means of improvement than the 
adoption of revolutionary changes, the full effect of which no 
one can possibly foresee. 



Annual Report. Secretary of Treasury, 1906. pp. 47-55. 

The harvest of 1906 overtaxed our g|;anaries, our warehouses, 
the carrying capacity of our railroads, and, in conjunction with 
our unprecedented industrial activity, strained well-nigh to the 
limit the credit possibility of the country. A cotton crop some- 
times estimated at fourteen million bales, seven hundred and 
fifty million bushels of wheat, near three billion bushels of 
com, three hundred million bushels of potatoes, garnered in a 
single season, required both actual money and bank credit based 
thereon. During the summer months grain sacks were not in 
use, granaries and warehouses were empty, freight cars stood 
on sidetracks, business men fished in mountain streams or rest- 
ed at vacation resorts. Meanwhile the banks were comfortably 
well supplied with money, and interest rates were low. Every- 
thing seemed serene to everybody except to those who recog- 
nized that in this latitude crops mature in the fall. 

Precautionary Steps Taken. 

The government quarantines against yellow fever; it spends 
millions to protect the people against unwholesome food; it in- 
spects banks in the interest of depositors, and does a thousand 
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other things to safeguard the people against disaster of various 
kinds. This policy of governmental supervision receives univer- 
sal approbation. Believing it to be the duty of the government 
also to protect the people against financial panics, which, in this 
country, have caused more mental and more physical suffering 
than all the plagues known to man, and recognizing that under 
our system no possible co-operation can be secured among 
banks, each independent of the other, and finding these institu- 
tions in the interior sending their money to be loaned on call 
in the cities, and the reserve of the country, even in the idle 
season, very low, the secretary of the treasury undertook the 
task of making some slight provision for the inevitable. He 
withdrew from the channels of trade $60,000,000 and locked it 
up. This was accumulated in part by excessive revenues and in 
part by deliberate and premeditated withdrawals. His only 
excuse for withdrawing the people's money when they did not 
need it, arid when its presence invited speculation, was to have 
it ready to restore when they did need it, and when its absence 
would bring certain disaster. 

A Condition. 

At the approach of autumn, business men returned to their 
desks fresh for more intense activities. Crops began to mature, 
granaries and warehouses began to fill, freight cars were put in 
commission, checks and drafts were drawn in multiplied number 
and in multiplied amounts, while the people naturally carried 
in their pockets more ready cash than at other seasons. The 
strain inevitable began to develop. Interior banks called their 
loans and shipped the proceeds home, but in some instances 
seemed to think it strange that the withdrawal of the actual 
money from financial centers, whither it had been sent to be 
loaned on call, should cause any stringency at these centers. 
Those who studied to write articles that would surely be read^ 
and neglected to study actual conditions, attributed the notice- 
able tension not to increased business, but to the presence of 
sudden speculation. 
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// Becomes Acute. 

It was not long until warehouses were overflowing and rail- 
roads found themselves utterly unable to transport the ten- 
dered freight. Before the first of September, great quantities 
of freight had accumulated west of the Rocky Mountains, which 
five transcontinental railroads combined did not have trackage 
enough nor equipment sufficient to transport. A little later 
ships were compelled to tie up at Lake ports, unable to unload 
in warehouses or in cars. The New York Central Railroad, 
with its four tracks, did not have available cars enough to 
carry the freight tendered at Buffalo. To meet unprecedented 
demands, its board of directors at a single meeting appropriated 
$27,000,000 for additional equipment. Other roads were equally 
congested and equally liberal in their plans and in their appro- 
priations. The principal railroads of the country within a pe- 
riod of ninety days appropriated more than $100,000,000 for ad- 
ditional equipment. It soon became impossible to place an or- 
der for steel rails or other equipment to be delivered in twelve 
months. 

Treasury Relief. 

Finding transportation facilities inadequate to promptly ex- 
port our agricultural products, the secretary of the treasury 
deemed it wise to again facilitate the importation of gold from 
abroad with which to carry them until they could be exported. 
Under plain and unequivocal authority of law, and without a 
penny of expense to the government, approximately another $50,- 
000,000 of gold was brought from abroad and turned into the 
channels of trade. In addition, $26,000,000 of the money with- 
drawn in midsummer was restored. Of this, $3,000,000 was given 
to New York city and the same amount tendered to Chicago, 
a part of which was declined^ however, because the banks found 
it impossible to borrow the bonds with which to secure it and 
unprofitable to buy them. Boston, Philadelphia, St. Louis, and 
New Orleans each received $2,000,000 ; Baltimore, Louisville, 
Kansas City, Cleveland, and Cincinnati $1,000,000 each; Pitts- 
burg, Buffalo, Minneapolis, Milwaukee, Detroit, St. Paul, Omaha, 
Des Moines, Denver, Sioux City, Memphis, Peoria, Atlanta, 
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Nashville, and Sioux Falls approximately $500,000 each. Mean- 
while, sensational writers told the people that all this was 
being done for the encouragement of speculation on Wall Street. 
If those who recognize that a deposit of money at Denver re- 
lieves financial tension at Wall Street will also acknowledge 
that a deposit in New York relieves financial stringency at Den- 
ver, no material harm will ensue. Money is almost as liquid 
as water and finds its level about as quickly. 

More Bank-note Circulation. 

The secretary also offered to accept satisfactory security, 
other than government bonds, for government deposits to the 
extent of $18,000,000, conditioned that the bonds thus released 
should be immediately made the basis of circulation by banks 
for which circulation had been already prepared, and further 
conditioned that the same should be retired at the rate of $3,000,- 
000 per month between March 15 and September i. This is 
the maximum contraction of national-bank circulation during 
the summer months which the secretary of the treasury has 
power, under the law, to enforce, or even to permit. 

The Effect, 

It is never possible to measure the influence of treasury 
transactions such as are here described, nor to state what our 
experience would have been had the treasury failed to act in a 
given crisis. One man of very large experience, with business 
interests in several states, who never made a speculative transac- 
tion in stocks or bonds, recently expressed the opinion that 
but for the precautionary measures adopted by the treasury 
the price of every bushel of grain in the United States would 
have declined ere this 10 cents. Business men in western cities 
have crossed the street to express appreciation and to give 
assurance that the action taken was immediately felt in their 
localities, though in some instances at no small distance froni 
any city where a deposit was actually made. 

Much-needed Elasticity. 

These cases have been thus reviewed, not for the purpose 
of expressing an opinion as to the wisdom or want of wisdom 
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exercised by this Department, but solely as the basis of an 
argument in favor of some Congressional legislation on the 
subject of a more elastic currency. Every other instrument of 
business from grain sack to merchant ship responds in some 
measure at least to the actual needs of commerce, while the 
money of the United States remains a fixed quantity. 

Methods Discussed, 



: 



Various methods have been suggested by which this well- ^ 
recognized defect in our monetary system may be corrected. 
Committees composed of prominent financiers have met, delib- 
erated, devised, and made reports. Financial writers, doctrin- 
aires, practical business men, and impractical theorists, men of 
experience and those wholly without, have discussed the ques- 
tion with much learning and occasionally in much ignorance. 
This is all very welcome. Frequently the most impracticable 
and unthinkable plan will suggest something wise or help to 
eliminate what is unwise. 

Divergent Views. 

Unfortunately, but naturally, even the reports of committees 
appointed because of their recognized experience and intelligence 
are quite divergent. On one thing only is there well-nigh uni- 
versal agreement — all recognize the necessity of a currency sys- 
tem that will contract when money is redundant as promptly 
as it will expand when money is scarce. Inflation is not the 
remedy. A currency that will not as promptly contract as it 
will expand would be harmful. 

Partial Agreement, 

Most of the reports of committees indorse all the essential 
features of the suggestions contained in recent reports of the 
secretary of the treasury, where heavily taxed additional na- 
tional-bank circulation is recommended. The most important 
feature of this plan is the certainty of retirement when the 
extraordinary demand ceases. Its retirement will be accomp- 
lished not by collecting in the actual notes and redeeming them, 
but by allowing the bank issuing the same to make a corre- 
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spending deposit with the treasury or at a subtreasury. This 
accomplishes the contraction, and the bills themselves will soon- 
er or later be returned and charged against this deposit. Ini- 
terest on the issue will of course cease when the deposit . is 
made. By eliminating the words ''secured by United States 
bonds deposited with the treasury of the United States" from 
the present bank note, the additional circulation issue need 
contain no distinguishing feature. The government should ac- 
cept the tax as a premium for underwriting the issue, and 
should guarantee its prompt redemption. The people have be- 
come familiar with national-bank notes and will not discredit 
them, though they fail to recite the fact that bonds have been 
deposited against them. The ultimate redemption of national- 
bank notes is now guaranteed by the government by reason of 
the government's liability on the bonds deposited for their se- 
curity. The direct guarantee of the government would not-change 
this essential feature so far as the public is concerned, and the 
tax collected would cover the risk many fold. 

German Plan. 

There is nothing particularly new in this plan. Barring the 
government's guarantee, which, in view of recognized public 
sentiment against unguaranteed currency, I think wise to pro- 
vide in any and all currency, it is the application as far as pos- 
sible of the German plan to our present system. In Germany the 
rate on uncovered currency is 5 per cent., and the current inter- 
est rates are lower there than in the United States. It is ques- 
tionable whether any lower rate of tax in this country would 
insure prompt retirement. I deem it inappropriate, however, to 
carry my recommendations to the details of legislation. Both the 
plan to be adopted and the details of the plan must be worked 
out by the legislative branch under such advice as it may call 
to its aid. Only on the subject generally does this department 
commit itself. 

Credit Currency, 

Much can be said in favor of credit currency for permanent 
maintenance. The addition thereof to our present currency sys- 
tem has been urged for half a century. Many bills have been 
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introduced embodying the plan; Congressional committees have 
from time to time made favorable reports thereon; and it has 
quite recently received the unqualified indorsement of a joint 
committee representing commercial and banking organizations 
and composed of men of the very highest business and finan- 
cial standing. 

If a new currency system were being devised, unquestionably 
this plan would be included, and it might possibly take the 
place of the present bond-secured circulation. No one now> 
however, recommends it as a substitute. Those who favor it 
propose it? incorporation into, rather than its substitution for^ 
our present system. 

Whether it will work as freely and as automatically in 
conjunction with other bank-note circulation as when the en- 
tire issue of bank notes is based on credits can be determined 
only by trial. To what extent the existence of state banks, savings 
banks, and trust companies will afford a resting place for such 
an issue is another matter, which can not be computed. Until 
the experiment is tried both these elements will remain mat- 
ters of estimate if not of conjecture. It must not be forgotten 
that a given per cent, of increased rapidity of redemption when 
money is redundant over that prevailing when money is scarce 
will not work the same aggregate of contraction when less than 
one-fourth of the bank circulation is based on credits as would 
result if all bank circulation were of the kind proposed. 

The circulation of the country has increased during the last 
five years more than $600,000,000, or $120,000,000 per annum, 
and business interests have certainly kept pace with this in- 
crease, and interest rates throughout the world are now unus- 
ually high. I would not, therefore, view even with apprehen- 
sion of evil any credit currency legislation so restricted as to 
render impossible the permanent maintenance of more than 
$200,000,000. 

The Limitation of $3,000,000 per Month, 

It has frequently been suggested that if the limitation of 
$3,000,000 in the amount that may be deposited by national 
banks for the retirement of circulation were removed greater 
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elasticity would ensue. I very seriously doubt the proposition 
and beg to cite some experiences. 

No sooner was the new issue of Panama- bonds advertised in 
July, 1906, than banks throughout the country commenced to re- 
tire their circulation that they might sell their bonds, a process 
which, but for the provision limiting the amount of retirement 
to $3,000,000 per month, would have probably pounded the price 
of 2 per cent, bonds approximately to par. Several times when 
deposits have been made, resulting in an advance in the price 
of consols, national -bank circulation has been retired and the 
bonds sold at an advance. In several instances banks have sought 
to be made depositaries of government money on the ground 
that there was a scarcity in their locality, and when designated 
have tried to retire their circulation so as to use the bonds on 
which the circulation Avas based as security for the deposit. 

It may be said of such a course that it is natural and inevit- 
able, and I cite it as one reason for the suggestion on page 54 
hereof that it would be wise to clothe the secretary of the 
treasury with discretion whether he will allow retirement of cir- 
culation at any given time, and to place such limitation there- 
on as in his judgment will best conserve the business interests 
of the country. 

Central Bank. 

Several other plans have been proposed for supplying the 
element of elasticity in our currency system. Many practical 
and well-informed financiers have recommended a central gov- 
ernment bank patterned, in some measure at least, after those 
of the principal financial countries of Europe. The abolition of 
the independent treasury would be of course involved in such 
a plan. Government money would be then regularly deposited 
in this central Bank, from which disbursements would be made, 
and the government's supervision of and interference with the 
nionetary operations and the financial condition of the country 
Avould be effectually eliminated. 

At first blush this seems desirable, but in practice I fear 
it would soon be found to work less satisfactorily than the 
present system. Such a bank would of necessity be governed by 
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a board, the members of which would doubtless have outside 
interests. They would be responsible to no administration, to 
no political party, and each could shift the responsibility from 
himself to the board as an aggregation. It is doubtful whether 
such an institution could be managed less selfishly and more in 
the interest of the people generally than the Treasury Departs 
ment has been conducted even under the most unfortunate man- 
agement to which it ever has been subjected. The treasury has 
always been the bloody angle of criticism of an administration, 
but no critic has ever charged the head of this department 
with cupidity or with operations having selfish ends in view. 

Possibly a central bank could be kept forever free from oper- 
ations having for their end larger dividends, but there is little 
justification for such a hope. 

Co-operation, 

If some method could be devised by which the national banks 
of the country could be made to co-operate, the major portion 
of legitimate criticism to which our present system is now sub- 
jected would soon vanish. That the banks do not now co-operate 
in the slightest degree is self-evident. New York city, for in- 
stance, has the only call money market in the world, but so 
impossible is it to secure co-operation between the financial 
institutions of that great city that the current rate on call 
money, as I have already shown, on the morning of a certain 
day was 12 per cent., with some loans as high as 14 per cent., 
while in the afternoon it dropped to 5 1-4 per cent. During a 
part of the previous season millions were loaned at i per cent, 
and some below, and later in the season the rate touched 100 
per cent. It must be manifest to laymen even, as well as to 
financiers, that such want of co-operation, resulting in such 
fluctuation in interest rates, offers little encouragement to the 
hope that international balances in the near future will be kept 
in this country. I do not criticise these banks for failing to 
co-operate, for I have been repeatedly assured that co-operation 
is impossible. 

Another indication of the want of co-operation, not only in 
New York city but quite as much throughout the country gen- 
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emlly, is discoverable in reserves. Admittedly, conditions have 
been no worse in New York than elsewhere, though the weekly 
statement reveals conditions only in that city. Repeatedly with- 
in the last five years surplus reserves have been practically ex- 
hausted in midsummer, and sometimes the aggregate surplus 
reserve of the associated banks in New York city has only 
equaled that reported by a single institution. I must not be 
understood as expressing an opinion that this condition indi- 
cates any want of conservatism, but I do know that if there 
were the slightest measure of co-operation between the national 
banks of the country a very large reserve would be gathered 
in midsummer to provide for increased business operations in- 
cident to the crop-4noving season and the revival of commercial 
activity annually witnessed during the autumn and winter 
months. 

Can Co-operation Be Enforced by Law? 

Whether co-operation can be secured by statute is a question 
on which students of the situation will of course differ. I sug- 
gest for the consideration of Congress two possible plans: 
First, a graduated reserve, determined by statute. The objection 
to this plan is that conditions vary with different seasons. Some- 
times the crisis is deferred, and occasionally the most stringent 
season is during the spring; Second, a better plan, in my judg- 
ment, would be to clothe the secretary of the treasury with 
authority to require all banks, at certain times fixed by him, to 
slightly and gradually increase their reserves and hold the same 
within their own vaults, with corresponding authority to release 
the same from time to time as in his judgment will best serve 
the business interests of the country. 

In quarantining against yellow fever, the government grants 
great latitude and well-nigh unlimited discretion to the secre- 
tary of the treasury through the Marine-Hospital Bureau. Ac- 
tual experience justifies the statement that the American people 
hold the secretary of the treasury quite largely responsible for 
financial conditions. This is requisite to enable him to fulfill this 
expectation. Can he not be trusted as a financier as well as in 
the capacity of an expert health officer? 
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An Illustration. 

Suppose the national banks were required either by statute 
or by direction of the secretary of the treasury to increase their 
reserve, and to carry the same in their own vaults, in an 
amount equal to i per cent, of their capital stock every -fifteen 
days from the first day of April to the first day of September. 
This contraction under ordinary conditions prevailing in these 
months would work no hardship upon any institution, and would 
result in the collection of $80,000,000 of reserve money with 
which to meet the demands of increased business. It is prob- 
able, and under ordinary circumstances well-nigh certain, that 
the banks would find such a contraction profitable, for interest 
rates during the summer would not be likely then to drop ex- 
cessively low, and it is equally certain that the rates would not 
be dangerously high in the fall and winter. 

It may be said that the banks can now strengthen their 
reserve during the summer on their own motion. The best 
answer to this is the admitted fact that they do not do it to 
any considerable extent, and for the reason already pointed out — 
want of co-operation. No one bank, nor the banks of any one 
city, will contract their reserve when all other banks are loan- 
ing the last available dollar at the best rate obtainable, however 
low that rate may be. 

National-bank circulation might be made the basis of con- 
traction instead of reserve. Suppose the secretary of the treas- 
ury had authority to order the national banks to make deposit 
to the credit of the redemption fund of an amount equal to i 
per cent, of their circulation every fifteen days during the above- 
mentioned period. This would result in a contraction of na- 
tional-bank circulation amounting to sixty millions, and by re- 
quiring the bonds to remain on deposit this amount could again 
be issued during the fall and winter as necessity required. 

If the secretary of the treasury were given $100,000,000 to 
be deposited with the banks or withdrawn as he might deem 
expedient, and if in addition he were clothed with authority 
over the reserves of the several banks, with power to contract 
the national-bank circulation at pleasure, in my judgment no 
panic as distinguished from industrial stagnation could threat- 
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eii either the United States or Europe that he could not avert. 
No central or government bank in the world can so readily 
influence financial conditions throughout the world as can the 
secretary of the treasury under the authority with which he is 
now clothed. 

If it be said that such power, augmented with the authority 
which I have outlined would be dangerous, I reply that no man 
has yet been at the head of the Treasury Department, and no 
man is likely to occupy that position, in whose hands such au- 
thority would not be safe. The best financial advice on earth 
is at his command, and the selfishness or the unselfishness of 
the advice tendered, and, therefore, the value thereof, can be 
readily weighed. The advice which he can thus obtain is, in my 
judgment, far better and would prove far safer than would be 
the direction which might be given by a board of governors of 
a large centralized bank. In all administrative matters large 
authority, and therefore great responsibility, with strict account- 
ability, is the better policy. A public officer, spending the best 
years of his time at a salary grossly inadequate to pay living 
expenses, naturally looks for no reward but the inner conscious- 
ness of having fulfilled the requirements of his position. 

Annals of the American Academy. 31: 398-412. March, 11908. 
Panic Preventions and Cures. Henry W. Yates. 

The United States has periodically been afflicted with finan- 
cial cataclysms, popularly called "panics." They have marked 
turning points in trade and development, where prosperity and 
"good times" have given place to liquidations and "hard times." 

Other countries have not experienced these almost regular 
revulsions, and from this fact it may be inferred that they are 
unnecessary here. Wild and speculative business enterprises and 
dishonest or reckless banking and trading, cannot be entirely 
prevented nor guarded against, but the effects of them ought 
to be confined to the interests directly concerned and not per- 
mitted to affect entirely distinct and different affairs. But on 
the other hand, the peculiar character of our business operations 
— their great and varying magnitude, moving forward at one 
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time with astonishin^f rapidity and then subsiding with equal 
suddenness — clearly shows that the conditions here are very 
different from the staid and orderly movements in the business 
of the Old World. 

Panics or trade revulsions therefore may be unavoidable with 
us at some periods, or at some stage of business progress. Those 
which occurred in the past can be clearly explained by natural 
causes, and it therefore may be believed that no panic of the 
character described can occur unless there is some natural cause 
or explanation for it. 

In the present disturbance there does not seem to be a sin- 
gle natural cause to account for its occurrence. We have had 
no crop failures — ^that prolific cause for financial depression. On 
the contrary, our crops of all kinds have been unusually good 
and the prices of farm products taken together have never been 
better. The reduction of farm mortgages in the West and the 
growth of bank deposits in rural communities, indicate remark- 
able strength in material wealth. 

Our mines for both the precious metals and the crude prod- 
ucts have been operated to their fullest capacity with the larg- 
est production ever known, our factories and mills have been 
unable to fill their orders, and business of all kinds has been 
expanded apparently upon safe and conservative lines to an ex- 
tent never before known. Immigration of laborers from Europe 
has been enormous, exceeding any period in our history, and 
yet all classes of labor have been fully employed at good wages. 
This situation is in strong contrast to 1892 or thereabouts, when 
Coxey's army of the unemployed marched on Washington. 

Judging from these and many other facts, it may well be 
doubted if this is a panic similar to those which have formed 
such memorable epochs in our national history. 

It may prove to be more of the character of the spasms 
which occurred in 1884 and 1890 and which have never been 
dignified with the name of panics. Those who believe in the 
mysterious theory of cycles, must take notice of the fact that 
from 1857 to 1873 is sixteen years — while from 1873 to 1893 is 
twenty years, indicating what would be expected a lengthening 
and not a shortening of the periods; counting in this way, the 
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real crisis is not due. But whether this is so or not, the situa- 
tion is sufficiently serious to call for the closest consideration. 
It proceeds apparently from impulses in trade and commerce of 
annual recurrence, which only need some special exciting cause 
to make them full, of the gravest possibilities. 

If the trouble is due to some weakness in our banking es- 
tablishment — if it is something that legislation can remedy — then 
surely the needed legislation can be obtained. But until those 
credited as experts in finance can agree among themselves upon 
some plaio and definite corrective procedure, instead of advanc- 
ing all kinds of revolutionary schemes — using the situation as 
a club to advance them — it should not be a matter of surprise 
that public sentiment cannot be roused in favor of the so-called 
reforms and legislators will be slow to adopt any of the 
schemes proposed. 

Cause of Disturbance. 

The present disturbance has originated in New York. This 
is no reflection upon New York. That city is the heart of our 
financial system. We must look to it for all that is good in 
it and it would be singular if anything bad should not also be 
evolved and developed there. 

We must go back at least as far as April, 1903, when the 
great stock panic occurred, to discover the determining cause 
of the present situation. The extent of the drop in prices 
at that time and immediately following is indicated in the quo- 
tations of three first-class railroad stocks, which are selected as 
ones that would be the least affected by any depression: 

April Subsequently 
1902 1903 in 1903 

New York Central 168% 128% 112% 

Pennsylvania 170 132% 110 2/4 

Ch. & N. W 271 174 153 

The average loss indicated above, which must be less than 
the average of all the stocks dealt in if applied to the aggre- 
gate of all stocks listed, would reach a sum that would dazzle 
the mind to comprehend. It was a real shrinkage in apparent 
wealth, although the fall occurred without regard to net earn- 
ings and dividends which underwent no decrease. 
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During the following years there was more or less recovery, 
but nevertheless the New York money market was seriously 
affected by the loss of capital shown in the depreciation of stocks 
and has been in a sensitive condition ever since. The same stocks 
have now fallen as low as 91 1-2, 103 1-2 and 126 respectively. 

The reasons advanced for the tremendous fall in stocks and 
bonds have been various. Many influences may of course have 
had their bearings but there is one fact which is undeniable, 
and is sufficient of itself to account for it. This has relation 
to the capital supply. 

The productive resources of this country have been so enor- 
mous that capital sufficient to carry through almost any enter- 
prise or undertaking no matter how many millions or even hun- 
dreds of millions were involved, seemed at hand for the asking. 
It is a matter of wonder and bewilderment to the ordinary 
thinker where all the capital has come from to swing the enor- 
mous undertakings, which have been planned and carried through 
to successful termination during the last decade. 

Notwithstanding these vast expenditures of the past, still 
vaster ones are planned for the future. 

A French financial writer has recently called attention to the 
fact of these tremendous proposed outlays of capital. He 
estimates the annual requirements of the United States alone 
as $2,500,000,000.00 while our national income he says does not 
amount to one-third of that sum. He also shows that these 
extraordinary demands to be made upon capital are not con- 
fined to the United States, but extend in growing volume all 
over the world. Within the same decade in the past, the losses 
or wastes of capital have also been enormous. In this country 
we have had the Spanish war and San Francisco fire, while Eu- 
rope has had to finance the Boer and Russo-Japanese wars — 
the latter estimated alone at three billions of dollars. 

The question of capital is therefore of world-wide application. 
There must be a limit to the available supply, but the strain 
upon the supply can only be developed in the course of events 
and cannot be easily anticipated. It will of course be shown in 
the rise of the interest rate. When new securities are placed 
upon the market upon more advantageous terms for the lend- 
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crs than previous offerings the price of the latter will naturally 
fall and continued drains upon the capital supply must have 
the same effect in raising the interest rate that the ordinary law 
of supply and demand under similar conditions has upon the 
prices of commodities. There is quite a difference in the value 
of a long time security figured upon say a 3 1-2 per cent, basis 
from what it will be when figured at 5 per cent, or more. It 
is therefore quite clear that the depreciation in stocks and bonds 
caused enormous losses to their holders and the effects of such 
losses would also be evident in the money dealings. The 
direct effect it had upon the banking business in New York is 
shown in the loss in bank deposits. The statements of the 
national banks for August 22nd this year compared with same 
period of 1906 showed a loss then in individual deposits alone 
of the New York city national banks of $126,000,000.00 while the 
banks in the balance of the country had gained $245,000,000.00. 

The Panic. 

The exposures of the methods pursued in the Heintze and 
Morse banks, the troubles of the Mercantile and connected na- 
tional banks and runs on the trust companies, culminating in 
the closing of the Knickerbocker Trust Company, were suffi- 
cient to cause the excitement which followed and rendered im- 
perative the suspension of currency payments by the New York 
banks. But this action undoubtedly led to withdrawal of cap- 
ital from active use in another manner to a far greater extent 
than was indicated by the bank runs. The suspension in New 
York followed by similar action in all of the reserve centers, 
was a severe shock to bankers everywhere. The dread specter of 
bank runs possessed their minds and a craze to accumulate cur- 
rency became a feature with nearly every bank in the country. 
This action on the part of the country banks was entirely natural 
and cannot be properly criticized. It is the almost inevitable re- 
sult of an erroneous banking system. When New York is af- 
flicted with a greatly depleted capital supply and currency is 
demanded to satisfy depositors, relief in time will be obtained 
from London and other parts of the world and from the United 
States treasury if it has any funds that can be deposited. But 
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the interior banks are in an entirely different position. Having 
nothing to expect in the way of aid if needed from New York 
or other clearing house centers, they must rely solely upon 
themselves. Self-preservation is the first law of nature and they 
must accumulate all the currency possible in the expectation of 
a contingency which may never materialize, but the fear of 
which is as real in its effects, as if it were an actuality. 

Present Situation (Dee. 1907). 

The reserves not only of the country banks, but of all banks 
with few exceptions, everywhere, will be shown by the reports 
of December to be increased anywhere from 25 per cent, to 50 
per cent, over what they were on August 22nd and they were 
excessive at that date. A contraction of active capital to this 
extent within so limited a time, must be of ominous portent to 
the business of the country. 

Temporary Cure, 

An emergency circulation of the character of that recom- 
mended by President Roosevelt would without doubt be effective 
as a temporary measure. The problem involved is a simple one. 
In some manner the capital withdrawn by frightened banks and 
bank depositors should be returned to circulation. The difficulty 
is that it will come too late to serve the present disturbance. 
It will take too long a time to enact the law and prepare the 
notes to be circulated. The lesson, however, ought not to be 
lost even if the measure should not become effective until a 
like disturbance occurs in the future. It can plainly be seen 
that if an emergency circulation had been at hand for immediate 
use, the present crisis would have been controlled at its incep- 
tion, to the great gain of the country at large, and at no expense 
or risk to the public. On the contrary the public revenue would 
have been increased from the tax collected. 

There should not be any disagreement as to the particular 
method to be adopted. The object of the emergency issue is to 
relieve the business situation, and it is especially intended for 
those banks carrying the loans of manufacturers and dealers, so 
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that these may not suffer too severely from the sudden contrac- 
tion of loanable funds. 

If it is based upon approved municipal or corporation secur- 
ities, it will be of special benefit to the owners of such securi- 
ties and of only indirect benefit to the interests to .be served. 
Clearing house loan certificates, secured by a pledge of actual 
commercial securities guaranteed by strong banks would seem 
to be the most acceptable security for the purpose. The aid 
would then be given exactly where it is needed, and the certainty 
of the retirement of the notes within a reasonable time would 
also be secured. Emergency circulation however is only an ex- 
pedient to relieve a condition that ought to be of almost impos- 
sible occurrence. 

Asset Currency. 

The peculiar weakness of our banking system has long been 
recognized and commented upon, but most of the plans suggested 
for its reform have favored the issue of uncovered bank notes, 
generally called "asset currency." The weakness referred to 
has been almost annuallj*^ demonstrated — first a period of re- 
dundancy then one of stringency frequently accompanied by 
panicky conditions. These varying circumstances, it is asserted, 
are due to defects in our currency system. It is said that our 
money is not elastic as it should be; that it does not expand 
and contract with the demands of trade, and that in these re- 
spects our currency is different from that used by other great 
commercial countries and hence the difference between the op- 
erations of their money market and ours. To cure these de- 
fects, it is insisted that authority should be given the national 
banks to utilize their credit, or as has been said, to "coin their 
credits," by the issue of a certain amount of bank notes with- 
out the security of government bonds, or in fact without any 
pledged security. Judged by the amount of brains exercised and 
energy as well as money expended during the past ten years 
in the furtherance of these views, it would seem that some de- 
cided favorable impression would have been made upon the pub- 
lic mind. Doubtless many opinions have been molded by what 
appears to be unanimous conclusions of financiers and money 
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experts who have given the subject special consideration. The 
American people, however, will go slow in accepting these con- 
clusions. The money question is not the peculiar cult of a 
class, but thanks to the education of the political campaigns in 
recent years, it is one open to all classes and especially busi- 
ness men who will instinctively refuse support to measures 
which involve change — and perhaps radical change — in the foun- 
dation of all business enterprises. 

The arguments offered in favor of the scheme, are also not 
sound or convincing, and some misconceptions conveyed con- 
cerning other currency systems can be easily corrected. 

The quantity and character of our money supply on Novem- 
ber 1st, 1907, were as follows: 

Gold coin and bullion $1,561,714,719 

Silver dollars 568,249.982 

Subsidiary silver 136,201,145 

U. S. notes 346,681,016 

National bank notes 656,218,196 

Total $3,269,065,058 

Population 86,666,000— per capita $37.72 

Compared with other countries: 

Great Britain — per capita 18.02 

France — per capita 39.94 

Germany — per capita 22.13 

The total volume of money in Great Britain is $787,600,000, 
which is only about one-fourth of ours, and yet with this supply 
she manages not only her own finances but those of a greater 
part of the world. 

The per capita comparison is still more startling for" that 
portion of our circulation dependent upon gold for its parity 
therewith : 

U. S. notes and National bank notes $1,002,899,212 

Deduct gold reserve 150,000,000 

Total uncovered $ 852,899,212 

Per capita $9.84 

Great Britain 2.67 

France 3.02 

Germany 3.53 

If we add to our uncovered currency, silver certificates $464,- 
349,568 which are also dependent upon gold, the per capita is 
increased to $15.20. 

These comparisons show that we have the largest volume of 
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money of any country in the world and that with the exception 
of France which we nearly ^qual, we have the largest per capita. 
Our uncovered paper has a per capita more than three times 
that of any other country, not excepting France. This apparent 
over-abundance of money is admitted by those who urge the 
asset currency scheme. One of the members of the American 
Bankers' Commission has this to say: 

"Commerce really suffers more in the long run from periods 
of over-abundance of our present' circulation than from those of 
scarcity. 

"The origin of each recurring period of tight money can be 
traced to preceding periods of easy money. 

"When the maximum -demand for currency occurs, so much 
of it is required that the banks with difficulty maintain their 
legal reserves, but when the demand is at its minimum the cur- 
rency accumulates in their vaults ajid they resort to forced loans^ 
inflated credits, cheap rates and other artificial methods to keep 
it employed and earning something." 

If it is, as this writer states, the excessive quantity of our 
existing currency which causes the over-abundance of loanable 
funds at certain periods, in what manner can that situation be 
improved by an addition to that quantity? 

Will not the additional circulation tend to intensify the evils 
complained of? 

The over-abundance, however, referred to is not necessarily 
''currency*' although this writer conveys that idea. In actual 
effect it is an increase in cash resources by means of increased 
deposits or by the payment of loans. If during this period in 
order to keep the excess funds "employed and earning some- 
thing" the banks made "forced loans" and extend "inflated cred- 
its" it can easily be seen that when the "tight money" period 
comes they are in no condition to make the legitimate loans 
which the business interests of the community demand. To 
authorize the issue by the banks of a credit currency under such 
circumstances, would be an economic error and one that in the 
end would cause greater disasters than what its issue was in- 
tended to prevent. 

That it is not merely an excess or redundancy of currency 
which causes the shifting periods, can easily be seen by examin- 
ing statistics. The actual volume of cash held by the New York 
banks does not vary greatly in the course of a year, and yet 
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during the same time, large excesses or deficits in reserves will 
be shown in the weekly reports. Comparison between the last 
summer statements and the first fall in the reports of the comp- 
troller for a number of years past will show that the volume of 
cash held has oftener been larger in the fall than in the summer 
and disproves the idea that it is solely a currency drain which 
marks the activity and stress of the latter period. It is there- 
fore not a question of currency at all, but one of means or 
capital. It is asserted that the proposed notes would not be a 
permanent addition to the circulation — that having performed 
the service for which they are intended, by some means not 
clearly shown, they will be returned to the issuing banks and 
cancelled. In the American Bankers' Plan a tax of 2 1-2 per 
cent, per annum is imposed upon the first issue — ^this however 
would not be sufficient to cause the return of the notes in even 
the easiest money period. It is possible that some eastern banks 
would then retire them, but the proposed issue is for banks 
all over the country and in sections where such a low interest 
rate is unknown. 

Hon. Charles N. Fowler, the persistent advocate in Congress 
of asset currency, in his plan wants no tax. In a recent speech 
he says: 

"Our bank notes must spring into existence precisely as 
checks and drafts do, through business transactions. Our 
bank notes should be related to and based upon the consumable 
commodities of the country, going out with production and com- 
ing in with consumption." 

These are brave words but highly figurative. It will be easy 
enough to spring them into existence with or without produc- 
tion, but what is there to bring them back with consumption? 
Where hangs the string to this kite that will anchor it safely 
and bring it to land when desirable? The American people of 
this generation are not accustomed to any but the best kind of 
paper money. It has passed readily from hand to hand with 
unquestioned credit, and has continued to circulate until worn out. 
The only thing besides a tax that will force redemption, is 
doubt as to the continued goodness of the notes. 

If the money Mr. Fowler has in his mind is similar to 



THE UNITED STATES 165 

"checks and drafts" — such money for instance as the banks 
throughout the country have recently been forced to put out, 
much to their own disgust as well as that of their customers, 
then we may be able to understand what he means. It will 
come back, all right, provided it ever gets out, but the country 
wants no such money as a constant diet. 

The assertions made concerning the use of similar currency 
in other countries have very slight foundation to support them. 

For instance, Mr. Fowler in this recent speech declared that 
"no civilized country now has a bond secured currency such as 
w€ have and no country ever did have such a currency.'* This 
statement is made in face of the fact that the Bank of Fin- 
land's "fixed" issues are against government securities, and aside 
frojn these issues, that great bank does not put out a single 
pound that is not against a similar amount of gold coin or 
bullion. 

Much also is said concerning the elasticity of the Scotch 
bank note system. In a recent paper by Mr. Geo. M. Coffin, 
this elasticity is sought to be shown by figures. He states very 
correctly that no paper currency "uncovered by coin" can be 
issued by the banks of Great Britain, except their "fixed issues" 
d-etermined by Act of Parliament and limited to the circulation 
existing at the time of the English Bank Act of 1844 extended 
to Scotland in 1845. 

These "fixed issues" of the Scotch banks he gives as 2,676,- 
350 pounds ($13,000,000). The elasticity he says of British cur- 
rency "is confined within the limits of the 'fixed' issues of un- 
covered currency." 

He then gave a table of circulation for a number of months 
in 1905-6, the maximum during the period for the Scotch banks 
being 8,091,692 pounds and the minimum 6,906,103 pounds, the 
diflFerence being the extent of the elasticity claimed. As the 
fixed issues only aggregate 2,676,350 the figures in the table 
are all at least three times the sum of the fixed issues, and if 
they show anything it is that the entire fixed issues are constantly 
out, with neither accession or diminution to their quantity and 
therefore are about as inflexible as any money could be. The 
remainder of the note issues are covered by coin. In this country 
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we would not be willing to accept as an example to be fol- 
lowed the currency system of Scotland, in which the note cir- 
culation can only be increased as the gold reserve is increased^ 
and must be decreased as the gold reserve goes down. 

Viewed from every standpoint, the proposed issue of credit 
bank notes should be deprecated. Their use is not sustained 
by the practice of the most enlightened financial power, nor is 
it demanded to correct any defect in quality or lack in quantity 
of our existing currency. That currency possesses in a high de- 
gree the elasticity which gold possesses in a large field, moving 
as the representative of capital from One part of the country 
to the other, just where it may be most needed. Its free move- 
ment, however, is trammeled by law, whereas legislation has al- 
ways failed to hinder the international movement of gold. This 
leads to the consideration of the real weakness in our banking^ 
system. 

Inelastic Bank Reserves, 

The weakness lies in the immobility of our bank reserves. 

In Great Britain no reserve is required by law to protect bank 
depositors, but with us both under federal and state statutes a 
fixed reserve of a stated ratio upon deposits is demanded. Deal- 
ing as they must with such a multitude of banks our law-makers 
have adopted this expedient as the best protection at hand. 

Mr. W. R. Lawson, an English financial writer, in an article 
published some years ago in the London Bankers* Magazine 
(republished in the New York Bankers* Magazine February, 
1903) comments upon this feature of our banking system as 
follows : 

"We wish to point out that a very large portion of United 
States currency is a legislative fund only and but for certain 
laws might be dispensed with. The raison d'etre of such law- 
made money is to guarantee bank deposits, in other words to- 
insure safe banking. Thus a large part of the currency exists 
not for purely monetary but for banking reasons. It is the 
workman and not the tools that are at fault As a purely 
monetary proposition there is no proof whatever that the United 
States has an insufficient currency. The official statistics in- 
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dicate that even eighty millions of people have no real use for 
$2,336,000,000 of circulating medium. Moreover 'elastic' bank- 
ing is required then, rather than 'elastic* currency/' 

What this intelligent and observing foreigner says concern- 
ing our money system will be admitted by every thoughtful in- 
vestigator. 

It is this struggle between banks to maintain reserves, that 
almost annually brings the country to the verge of a panic. 

The following figures will show the amount of reserve re- 
quired by law as shown in the national bank reports for Au- 
gust 22nd, 1907, and the amount actually held at that date: 

Required. Held. 

Central reserve banks $301,371,801 $321,361,557 

Other reserve bajiks 177,929,155 205,397,797 

Country banks 157,629,897 238,141,823 

Totals $636,930,835 $764,901,188 

• 

In the above statement the central reserve banks heM 6.6 
per cent, of legal reserve more than required, the other reserve 
banks 15.4 per cent, and the country banks 51.3 per cent — all 
of which is very suggestive considering what occurred only a 
few weeks afterwards. This is the showing for 6,554 banks 
out of a total of nearly 18,000 of all kinds. We are not pre- 
pared to agree with Mr. Lawson as to the uselessness of these 
reserves. It is true that an equal amount of protection would 
be given if a large portion of them were composed of good 
interest bearing securities instead of money. The money re- 
serve, however, serves a double purpose — it is both security 
and money, and therefore a very best kind of reserve under 
the conditions imposed by our multitudinous banking system. 
No one would recommend the lessening of this required reserve 
of cash on hand — on the contrary there is a tendency to increase 
it. 

The reform plainly needed is some plan by which these re- 
serves may be utilized without impairing or endangering their 
value as security for deposits. 

In this connection a govwnment bank is suggested and 
perhaps is received with more favor than any other scheme 
proposed. There is much to commend in. the idea, provided 
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its scope could be confined to transactions with banks. This 
limitation would probably render the scheme impracticable and 
an organization of the kind for the prosecution of a general 
banking business would be as little favored by bankers as it 
would be by the public generally. 

So many plans have been offered as certain cures for our 
financial ills, that the writer hesitates to add to their number. 
But if his diagnosis of the trouble is correct — if it is admitted 
that a large volume of currency is constantly hoarded as bank 
reserves which in times needed should be utilized as working 
capital to aid the legitimate business enterprises of the coun- 
try, then it would seem that the problem is a simple one. 

In the opinion of the writer the difficulty may be largely if 
not entirely solved, in an effective manner along the lines of 
what we already have in practice. 

Measures Suggested. 

First: The cash actually required on hand in banks should 
be simplified and made to embrace the various kinds of our 
money held under the general term "cash." A detailed state- 
ment is not required in reports showing the different kinds of 
money on hand, and all of it is counted as reserve, except 
national bank notes, nickels and pennies. There is no just 
ground for this exclusion of national bank notes. Our money 
is all of equal quality. The bond secured notes have more 
security back of them than the legal tender notes. They are 
public obligations and not ordinary bank notes, for the govern- 
ment guarantees their payment and is secured in so doing dol- 
lar for dollar by its own bonds and in addition thereto a re- 
serve of legal tender money deposited with the treasurer of 
United States. These notes have performed a valuable public 
service in the support of the government credit. By their 
means the financial credit of the United States has been made 
higher than that of any other nation in the world, its long time 2 
per cent, bonds selling in the market at from $1.05 to $1,10, 
while 21-2 per cent. British consols bring little more than 80 
cents. 

The public recognizes no distinction between legal tender 
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money and other kinds which are not legal tender, such as gold 
and silver certificates, as well as national bank notes. All have 
equal credit and pass readily from hand to hand. 

In fact dense ignorance prevails among all classes of peo- 
ple as to what is legal tender and what is not. 

It is not necessary that the bank notes should be made a 
legal tender, but in view of the fact that fixed reserves are 
intended mainly for the protection of depositors, will any one 
maintain that this protection is weakened if national bank notes 
are so counted? 

Second : The banks should be encouraged to keep a portion 
of the fixed cash reserve with the treasurer U. S. This would 
be accomplished if the balance maintained with the treasurer 
were allowed to be counted as cash. In Great Britain the 
banks in making reports include in their cash on hand, money 
on deposit in the Bank of England. 

Third : The existing practice of the secretary of the treas- 
ury in lending public funds to the banks upon approved secur- 
ities, should be further extended, so far at least as this bank 
fund is concerned. Instead, however, of depositing with spe- 
cially selected banks, it should be arranged in the form of di- 
rect advances to all banks supplying satisfactory securities. In 
order to affect this, open accounts should be maintained with 
all the banks, and they should be permitted at all tim^s to 
draw on the treasurer, first, to the extent of their credit bal- 
ances and second, to the extent of the treasury value of the 
approved securities held by him. 

In order to more formally pass on these securities, a board 
of treasury officials may be created, composed of the secretary 
of treasury, secretary of commerce, and comptroller of cur- 
rency. To this board should be given the power to fix from 
time to time the interest rate which should be charged on all 
daily debit accounts; the interest collected in this way, to be 
distributed to the credit accounts somewhat in the same manner 
as interest distribution is now made in clearing house asso- 
ciations upon loan certificates. The expenses should also be pro- 
vided for by a just and equitable tax on the banks. 

This plan would of course require more clerical force than 
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the department now accords to this business, but as both depos- 
its and checks would be in round sums, much of the complication 
of a regular banking business would be avoided. 

As the interest rate should be advanced, the greater would 
be the inducement to increase deposits with the treasurer, and 
this advance and fall of the interest rate would supply in a 
steady and comprehensive manner a financial barometer of mon- 
etary conditions which is now absolutely lacking. It now re- 
quires but comparatively a small drain upon the New York 
bank reserves, to cause all kinds of perturbations in the money 
market. 

Estimating that one-half of the interest fixed cash reserves 
should be deposited with the treasurer, this would alone pro- 
vide a fund of over $300,000,000. No interference would nec- 
essarily occur with that portion of the reserves which may be 
maintained with reserve agents. With this plan in success- 
ful operation, it may easily be conceived that the instability now 
afflicting our money system would in a large measure be cor- 
rected, that the annually recurring periods indicating incipient 
panics would be prevented, and the danger avoided of abso- 
lutely uncalled for financial revulsions, with their attending 
commercial and industrial losses and suffering. 



U. S. Investor, ai. No. la: 480-1. March 19, 1910. 

False Central Bank Argument. 

The National Monetary Commission, in a publication re- 
cently issued, describes the conditions in Switzerland which led 
to the movement in that country for the establishment of cen- 
tral national bank and the transfer to the bank of the note is- 
suing functions previously possessed by the various local banks 
of the nation. The "Monograph" draws out at great length 
the reasons why a central bank was desirable and both it and 
the advance information circulated by the National Monetary 
Commission with reference to it seem to be intended to leav« 
the impression on the mind of the reader that the conditions 
in Switzerland were analogous to those in the United States 
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and that the reasons which dictated the adoption of a central 
banking plan in that country might well lead to a similar 
conclusion here. This is the old argument that has been brought 
forward times without number with reference to practically 
every Eurc^ean country where a central bank exists. The line 
of reasoning, of course, is obvious — ^these countries have cen- 
tral banks, therefore the United States ought to have one also. 
The conclusion does not follow in the least. 

Fundamentally, the point at which the advocates of a cen- 
tral bank blunder when they talk in this way is seen in the 
fact that they do not lay emphasis upon the duties and obliga- 
tions of a central bank while they do lay great stress upon its 
privileges and opportunities. They speak of a central bank as 
if the main feature of such institutions were simply centraliza- 
tion, whereas, in fact, it is far more nearly that of responsi- 
bility and public service. This point has lately been very well 
brought out by Representative O. W. Gillespie, one of the old- 
est members of the House Banking and Currency Qjmmittee, 
who has had access to the testimony collected by the National 
Monetary Commission while it was abroad and has found that 
the testimony in all cases laid the stress upon the public func- 
tions of the central banks rather than upon their monopolistic 
private functions. In most foreign countries, the duties of the 
central bank are largely those of regulating rates of interest, 
controlling the ebb and flow of specie, providing a stable and 
uniform currency, and supplying banking facilities to parts of 
the country where they otherwise would not exist. In these 
duties and responsibilities the banks are overseen by the gov- 
ernments and they have every motive to act as they are di- 
rected to do in the public interest. In the same way, when it 
is proposed to create a central bank in the United States, it 
may well be asked what kind of a central bank is proposed. 
;Mr. Aldrich and his currency commission have never made it 
known what kind of a central bank they wanted. They have 
apparently been desirious that the country should be commit- 
ted to the central banking idea, but should leave it to the future 
to shape the outlines of this bank. It has been impracticable 
to wring from them any definite statement about what they 
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meant when they urged the adoption of a plan for a central 
bank. 

This kind of central banking argument is a disingenuous and 
insincere way of going at the question. There is little or no 
evidence that the country as a whole is opposed to a central 
bank as such. The banker asks how such a central bank will 
affect him. The individual wants to know how the currency 
supply and the rate of interest will be influenced by the central 
bank. The student of public affairs wants to know what will 
be the relationship between the government and the central 
bank. None of these care particularly to know the fact that 
in Germany, England, France, Switzerland, and other countries 
central banks have been established. He wishes to be assured 
that such an institution will advance his interests as they 
appear in the United States. To talk about the advantages of 
a central bank without telling what that bank is to be or how 
it is to be organized, is mere vague partisanship and conveys no 
information whatever. 



Currency Reform. 

August Blum. 

You are all acquainted with the details of the plan of the 
American Bankers' Commission, and I can therefore confine 
myself to a brief outline of. its cardinal points. The plan pro- 
vides : 

(i) For the issue of bank notes, at a low rate of taxation 
up to forty per cent, of its bond-secured circulation, but not 
exceeding twenty-five per cent, of its capital, by any national 
bank having been in existence not less than one year and having 
a surplus of, at least, twenty per cent, of its capital. 

(2) For the further issue of credit notes not exceeding 
twelve and one-half per cent, of the bank's capital at a tax of 
five per cent. 

(3) The total circulation of any bank (both bond-secured 
and credit notes) not to exceed its capital. 

(4) The same lawful money reserve to be required for 
credit notes as for deposits. 
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(5) The tax to constitute a guaranty fund in the hands 
of the United States treasury from which notes of failed banks 
shall be redeemed on presentation. 

I repeat that such a measure would make the issue of credit 
notes safe beyond a doubt. 

It would give us at the crop-moving season of the year a 
possible additional currency, without the high-tax issue, of over 
two hundred million dollars. It has been estimated, by various 
writers, that our need of currency for crop moving purposes 
every year is from one hundred fifty to two hundred fifty 
millions. It is safe to say that, had we been able last fall 
to add one hundred fifty millions to the stock of currency on 
hand, the acute crisis would have been averted. 

We know that in the countries of Europe and the Dominion 
of Canada the issue of bank notes adapts itself mechanically to 
the seasonal demands occasioned by harvests and increasing or 
diminishing trade. The same phenomena we would surely ex- 
perience in our own country. As long as banks are required 
to carry a reserve against the note issue, as they do now 
against their deposit; as long as notes could not be used as a 
means of creating a reserve with other banks and as long as 
competitors would force notes into quick redemption, banks 
could keep out only such amount of their notes as is demanded 
by local conditions. As soon as these conditions change, notes 
will How back and accumulate with the issuing banks. This is 
not an idle speculation. We see the same thing happen every 
year with our present currency. When the harvest demand is 
over, country banks have more notes on hand than they can 
use and therefore ship them back to reserve cities, with the 
result, so well known to all of us, that at certain seasons of 
the year there accumulates in city banks an enormous amount 
of idle funds resulting in very low rates for call money and 
thereby stimulating unhealthy and danger-breeding speculation. 
The pinch comes when the autumn demand for currency sets 
in, and we then often see rates for daily money which are a 
disgrace to the country. 

It must be admitted that the bankers' plan would not bring 
about the elasticity of the entire body of our currency. That 
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will be, for some time to come, an impossibility. But the 
plan would give us such a marginal elasticity as would greatly 
improve present conditions and may, in course of time, pave 
the way for a more thoroughgoing reform. As an object les- 
son alone, the working of the plan would be invaluable. 



Annual Report. Secretary of Treasury, igoL.p. 83. 

Argument has been put forward for a system which con- 
templates a large central bank with multiplied branches. That 
system does, indeed, afford the elements which would give 
the highest assurance of protection against the present evil of 
individual banks, each an independent unit, with no bond of 
cohesion, no power of co-operative action, no ability to co-or- 
dinate for the general good or for mutual defense. But the 
proposition for a large central bank, with broad powers for 
the establishing of branches, offends the common instincts of 
our people, and may fairly be looked upon as at present impos- 
sible of realization. 

Can not the advantages of such a system be gained in an 
entirely different form? We justly boast of our political sys- 
tem, which gives liberty and independence to the township and 
a limited sovereignty to the state, while it confers upon the 
federal government ample powers for a common protection and 
the general welfare. Can not the principle of federation be 
applied, under which the banks as individual units, preserving 
their independence of action in local relationship, may yet be 
united in a great central institution? Formed by some certain 
percentage of capital contributed by the banks themselves, and 
its management created through the suffrage of all, it would 
represent the interests of the whole country. With limited 
powers of control over its membership in the interest of com- 
mon safety, confined in its dealings to the banks and to the 
government, it could become the worthy object of a perfect pub- 
lic confidence. By the concentration of unemployed reserves 
from sections where such reserves were not needed, it could 
redistribute them in part as loans where most needed, and 



THE UNITED STATES 175 

thus bind together for a common strength and protection the 
loose unrelated units, in whose separation and isolation the 
greatest weakness of our banking system is now to be found. 



Political Science Quarterly. 18: 713-7. December, 1903. 

The Second Bank of the United States by Ralph C. H. Catterall/' 

W. M. Daniels. 



4( 



The struggle between Jackson and the bank is one of those 
political issues upon which philosophic historians may differ to- 
day almost as warmly as did political partisans in the heyday of 
the actual conflict. In setting forth the facts of the battle royal 
there is no question of the author's perfect fairness. He con- 
ceals nothing that ought to be known. In giving the evidence 
he is impartiality itself, but in pronouncing judgment he seems 
hardly to do Jackson and his followers even-handed justice. 
Thus we are told that: 

From this point of view (the alleged progressive usefulness of 
the bank) it becomes obvious that Jaclcson and his supi>orters com- 
mitted an offense against the nation when they destroyed the 
bank. The magnitude and enormity of that offense can only be 
faintly realized, but one is certainly justified in saying that few 
greater enormities are chargeable to politicians than the destruc- 
tion of the Bank of the U. S. (p. 476). 

The "abysmal ignorance" which Jackson and his followers 
display in matters ecorwmic is an unfailing rock of offense to 
the author. He is given to making flings at the financial ig- 
norance of "the masses," at "the people who do not need to 
understand," at "economic reasoning" (Jackson^s) "beneath 
contempt," and the "mental processes of average, honest, ignor- 
ant man." But he is never provoked to stinging satire by the 
blazing indiscretions of Biddle. Thus he hastens to give the 
bank a technical acquittal of an alleged corrupt connection with 
politics. "It may be said at once," he remarks (p. 243), "that 
there never has been any evidence produced to show that the 
bank as a national bank ever spent a dollar corruptly." But 
unless corruption be construed as a bald purchase of votes for 
cash, this sweeping acquittal must be very seriously nnodified. 
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Thus it appears by his own showing that, "Thenceforward the 
bank acted, not as a business corporation should act, but as a 
body possessing political functions and created for political pur- 
poses" (p. 243) ; that it "unquestionably lobbied in its own in- 
terests in the legislatures of New York and Pennsylvania" (p. 
251) : that the bank "was accustomed to give drafts for the 
salaries of congressmen, payable at points distant from Wash- 
ington, without charging exchange" (p. 252), while private per- 
sons were required to pay exchange: that the bank advanced 
to congressmen their salaries before the salaries became paya- 
ble, by virtue of an appropriation act (p. 252-53) : that this 
advance in one session amounted to $400,000, "which was equiv- 
alent to a loan without interest" (p. 253). He remarks (p. 
253), "That the officers of the bank were willing to make loans 
on easy terms to congressmen is likely." The evidence that fol- 
lows proves not that it is likely but that it is certain. In 
1832, for example, forty-four members of Congress were in- 
debted to the bank for $478,069. The year previous fifty-nine 
members of Congress had received loans from the bank. George 
McDuffie, chairman of the Committee of Ways and Means, re- 
ceived accommodation in 1833 for the trifle of $100,000, "the 
agreement being to loan on mortgage and to renew the note 
indefinitely" (p. 254). Biddle, it appears, used the bank's funds 
to subsidize the press. On p. 263, "It does appear as if Biddle 
had become sadly involved with the Courier and En- 
quirer and could not extricate himself. The loans grant- 
ed to the (editors of this paper would assuredly not 
have been made to others unless similarly situated." Bid- 
dle was allowed by the bank directors a "secret service fund** 
for whose expenditure he returned no vouchers (p. 265.) Bid- 
dle made loans and discounts on his own authority without con- 
sulting the exchange committee of the bank, and at times against 
the protest of the cashier (p. 278). Biddle refused to allow 
the directors of the bank appointed by the United States gov- 
ernment to see the books of the bank, though their right was 
incontestable (p. 310). And finally it is averred that: 

The enormous reductions (in loans and discounts) made by the 
bank were certainly in excess of any possible danger, and were 
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continued long after any such danger threatened. The presi- 
dent and company of the Bank of the United States were . . » 
not merely angry but vindictive, and vindicative with calculation. 
They hoped to force a re -charter, or at least a restoration of the 
deposits, by exercising a monetary pressure upon the country, (p. 
329). 

In the face of the above recital it is questionable whether 
every one will assent to the verdict griven in re Andrew Jacksoa 
vs. The Bank of the United States. It is greatly to the credit 
of the author's candor, however, that he himself freely fur- 
nishes the materials out of which the reader may build up a 
judgment contravening the author's conclusions as to the ir- 
reparable loss suffered by Jackson's destroying the bank. 

There are two further generalizations of Mr. Catterall's that 
are open to grave doubt The first is his contention that the 
experience of European nations demonstrates the need, or at 
least the overwhelming convenience, of our having in the 
United States a bank built on similar lines to the one whose 
history he has traced. The second is his concluding remark 
that "it will have to be acknowledged that the old bank, in its 
services to the government, was far superior to any other bank- 
ing system known in this country." 

A Central Bank. pp. 123-132. 
Robert Emmett Ireton. 

It would give the East control of our banking and financial 
institutions. 

Popular prejudice forbids any attempt to establish such an 
institution. 

Its paternalistic tendencies would be opposed to the spirit 
of established custom and habit. 

It could not be divorced from speculation and, in time, would 
be dominated by Wall Street. 

It would be such a "big thing" the malefactors of great 
wealth could hide behind it. 

It is a Cannon- Aid rich measure and as such is open to at- 
tack, viewing past history. 

The experience of the Second Bank of the United States for- 
bids the institution of a third. 
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Its political entanglements, which it could not avoid — ^might 
threaten the nation's solvency. 

It is wiser to perfect the present system than to replace it 
with something entirely new. 

A central bank would tend too much to centralization and 
would be repugnant to our republican institutions. 

From a traditional point of view it would be politically im- 
possible and, in general, altogether undesirable. 

It would tend to become a monopoly and then we should 
have a "financial" trust. We have enough of the industrial 
variety, at present. 

It would become a political prize, and in the end would de- 
stroy both itself and the party which created it. 

It would tend to depreciate the value (price) of United 
States bonds, and thereby would affect the credit of our govern- 
ment. 

It could not serve local wants as does the country bank, for 
it would not have the information, knowledge or interest of 
the latter. 

It would be a physical impossibility for a central bank to 
serve a country so large as, or interests so varied as those in 
the United States. How, then, could it serve all the people? 

In time it would be controlled by a few for their own ends, 
which would be improper ends, and the "interests" not the 
people would then be served. 

It would always be opposed by the political opponent of the 
party which might charter it, and would never secure a renewal 
of its charter from the first-mentioned party. 

It would revolutionize our banking system and compete with 
existing banks, depriving them of the business they had built 
up and depreciating their investment value. 

Our independent banking system can be fashioned or amend- 
ed to give us an elastic currency system in harmony with exist- 
ing institutions and customs. 

It would withdraw funds from banks in newly-settled local- 
ities where they were required, and thus would arrest industry 
and prohibit development. 

Opposition to a central bank because of the earlier failures 
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of that institution is not prejudice but judgment based on ex- 
perience; and the wise invariably profit by experience. 

It would reduce the profits of banks holding large reserve 
deposits by the withdrawal of the latter, and would lessen their 
power to accommodate their customers. 

In injuring the country banks (which is freely claimed) it 
would destroy banking initiative and individuality, check local 
enterprise, and arrest the strongest forces in the upbuilding of 
the nation. 

A central bank would be so dependent upon the govern- 
ment it would in time become its servant. Independence of 
the banking power is essential, and can be preserved only by the 
present system of free banks. 

The resentment of borrowers of good standing and intent at 
supervision and inquiry by men a thousand miles distant, who 
were unacquainted with local conditions, helped to wreck the 
Second Bank of the United States. A central bank would 
rekindle the same feeling. 

A central bank is possible in Europe because governmental 
changes under a monarchy are few and only occasional. In 
this country they are possible every four years, and this could 
not assure the bank the character of permanence known in Eu- 
rope. 

It should be opposed until a comprehensive, clean-cut em- 
bodiment of its vital features can be passed upon by the trained 
minds of the country. So far its presentation has dealt only in 
generalities that smacked strongly of a particular end for spe- 
cial interests. 

It would be a source of temptation to other banks to take 
chances in allowing their reserves to fall below the legal re- 
quirements, because of the supposed bulwark the central bank 
would prove in time of distress, and that would lead to trouble. 

In case of a great war the government would be less likely 
to cause the suspension of specie and the unlimited issue of 
fiat money, under a general law authorizing note issues by a 
multitude of banks, than if this were the sole privilege of a 
central bank. 

It would become the master, not the servant of business, and 
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with its great resources could dominate the various markets, be- 
coming the greatest speculative machine ever conceived. Prices of 
stocks and commodities could be controlled by those dominating 
the bank, until it would become a menace to the people, the mon- 
key market and business and financial worlds. 

In regard to the inelasticity of our currency that matter is 
greatly exaggerated. Banks care for their regular customers 
and always assist in moving the crops. The money above what 
is required for these wants they lend to the stock brokers on 
call at the highest rate attainable. It is from the latter the 
demand for a central bank comes, based on an unstable prem- 
ise — ^the inelasticity of our currency. 

If the government did not attempt to suspend specie pay- 
ments, under such circumstances, it would endeavor to absorb 
all the loanable fimds in a central bank to the country's det- 
riment. Several thousand banks would show more independence 
than one central bank because they would protect their resources 
for their customers. A central bank would be at the mercy 
of the government. 

. Free competition among independent banks is the greatest 
guarantee against abuse. A monopolistic central bank would 
cover a multitude of sins. Pitt, in England, and Napoleon, in 
France, used the gold reserve for the redemption of bank notes 
in the Bank of England and Bank of France, respectively, for 
war purposes; and in France the transaction was "covered up" 
as in a "commercial discount." 

It might become a great financial headquarters directed by 
the corporate and organized wealth of the country, and be used 
as an instrument to accumulate still greater fortunes. A cir- 
culation adapted to speculation and stock-market manipulations 
would not be the money the people would want, but it likely 
would be the sort of currency a great central bank, manned 
by high financiers, would supply. 

Its proposed branches would be especially obnoxious to ex- 
isting interior banks, and would injure them seriously. These 
banks have grown up with their communities and have developed 
them. To establish in different sections branches of a central 
bank with large resources, would be an invasion of the vested 
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rights of existing banks which, because of limited resources, 
-could not hope to compete with them. 

The difficulty of procuring competent and disinterested men 
to manage the bank would be practically insurmountable. Hence, 
the bank could become the pawn of men of great political 
influence or of men of great wealth, and could be used to ad- 
vance their schemes to the detriment of the people. Its enor- 
mous resources, under these circumstances, could be used to 
corrupt the electorate, the bench, the legislature and the ex- 
-ecutive. 

It would wield for a time the effective powers of our 
several thousand independent banks, and during that period 
would be practically irresistible. But the very continuance of 
that power, by weakening or destroying the value of the units, 
would bring down the totality of strength even to the point of 
-extinction. Procuring efficiency not through evolution and 
development but through unequal centralization has been proven 
hy all known experience to be fallacious. 

Our whole government is in its essence a protest against 
centralization. Therefore, no theoretical plans could protect 
any quasi-political institution of real financial power from 
legislative or demagogic attack. Consequently, a central bank 
liaving on deposit a large proportion of the banking reserves 
of th€ country might involve, through the possibility of the 
attack aforementioned, the entire banking strength of the 
country; for an assault on the credit of the central bank would 
he a menace to the banks depositing with it. 

Granting that a competent, honest, efficient board of managers 
could be found for the bank at the outset, there would be 
danger in concentrating the power proposed to be given in any 
body of men;, for there can be no assurance that the same 
class of directors will always be discoverable. And if the rights 
of the public should be abused by the directors through their 
impropriety or unlawful behavior, it must be remembered, the 
power so abused goes with the office and not with the individual, 
and would still remain to be violated or abused again. Since 
such power once conferred is rarely recovered to the people, 
is it not better to "let well enough alone" and try another at- 
tempt to mend the existing system? 
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Even though the control of the bank remained in the 
hands of the wisest, the most honorable, and the most disin- 
terested men, it would not be possible to satisfy the people 
throughout the country that the vast resources and power of the 
bank were used for the best interests of all the people and 
without partiality or favor to any section, class or set Sec- 
tional dissensions would arise quickly. The South would de- 
mand loans to help the planters accumulate and carry their 
crops of cotton and tobacco in order to force higher prices. 
The West would want assistance to raise the price of com and 
wheat. The large money centers would want the bank to help 
bankers and brokers in their speculative undertakings. In case 
of a stringency, followed by a general outcry for help, if the 
central bank failed to give entire satisfaction, selfishness or 
collusion with Wall Street would be immediately charged 
against it. 
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